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SI International is proud to serve the United States Government. We define, 'desig’n, build,

deploy, and operate mission-critical information technology and network solutions (IT) for

the Department of Defense and Federal Civilian agencies. We deliver solutions quickly —

often in a matter of months. The Company combines its technology expertise and functional

i

knowledge of client missions to deliver a full spectrum of state-of-the-practice systems

and services with a strategic focus on Federal IT Modernization, Defense Transformation,

Homeland Defense and Mission-Critical Outsourcing.

Financial Highlights

(Amounts in thousands except earnings per share)

For fiscal year ended 1999 2000 2001 2002 2003

Revenues $ 33,891 $ 120,580 $ 146,583  $ 149,351  $ 168,287

Operating income 799 4,123 4,778 6,719 12,769

Net Income 111 (746) (729) 2,483 7,379

Diluted Earnings per Share (0.08) (0.86) (1.08) ©0.03) 0.87

Stockholders' Equity 2,601 350 (2,431) 73,977 81,547

Segmented Revenue Net Income Cash From Operations

($ in milions)

17% CAGR Organic Growth in Core
Government Business
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Leading the Transformation of Federal IT

Events both at home and abroad are accelerating the pace of change in
Federal IT infrastructures with a new urgency. Government agencies are
rapidly moving to synchronize the flow of information by deploying
next-generation networked systems capable of addressing the challenges
of the 21st century.

S/ International is uniquely qualified to spearhead this transformation.

« We provide performance-oriented solutions that enhance our clients’ core

missions of getting the right information to the right people at the right time.

» We are recognized for our rapid response, rapid deployrhent capabilities by

providing robust mission-critical solutions under very tight timeframes.

» We deliver meaningful operational improvéments in the near-term and
incorporate additional capabilities in rapid succession, while building.
towards a total enterprise-wide solution.

« We support our clients” complete systems life cycles by drawing on the
resources of our specialized practice areas, from design and development
to implementation and operations. '

SI International is at the forefront of enabling state-of-the-practice solutions
that further the operational and defense effectiveness of America. As a
Company, we are proud to be on the front line in securing our nation’s
borders, ensuring the safety of our citizens and supporting our service
men and women.

Our Eight
Practice Areas

)

Systems Consulting

Software Development
Systems Engineering

Network Solutions

eSolutions

®

Information Security

(hd)

Learning Solutions

()

€3

Mission-Critical
Outsourcing



ear Fellow Stockholders:

During our first full year operating as a public company, S/ International has demonstrated that we have the
“right stuff” to play a leading role in the transformation of Federal Government IT. Our company supported
IT imperatives created by the decisive events of 2003, including the war in iraq, the reconstruction
of Afghanistan, and the formation of the Department of Homeland Security. We are playing a key role in
developing the next generation of IT and network solutions that will make our nation more secure, our armed
forces more formidable, and our government more responsive to its citizens in the future.

Record Financial Performance

Qur financial performance was strong by every measure during 2003. Revenue grew by 13 percent to over
$168 million, reflecting robust organic growth in our core government contracting business, and in particular,
work for the Department of Defense. Revenues from our Federal Government business were $158 milion, or 94
percent of total 2003 revenues. Over 84 percent of our revenues were earned as a prime contractor, underlin-
ing the trusted and strategic position we enjoy with our clients. Our backlog of future work grew substantially
faster than revenues, standing at $337 million at the end of 2003, up a full 45 percent from the prior year.

We also demonstrated that S/ International can deliver bottom-line results. Income from operations rose by
Q0 percent in 2003 to $12.8 million, as we enjoyed the scale benefits of running increased contract volumes
through our existing corporate infrastructure. Operating margins expanded to 7.6 percent, from 4.5 percent
in the prior year. Net income attributable to common stockholders soared to $7.4 million, from $529,000 the
prior year. We reported fully diluted earnings per share of 87 cents, compared to a loss of 3 cents in 2002.

" Double-digit crganic growth, improving profit margins, and excellent working capital management are the
results of what we consider a very attractive business mode! that will create value for our stockholders well
into the future. In 2003 the investment community began to take notice, as S/ International’s stock price
advanced from $10.81 on December 31, 2002 to $19.57 on December 31, 2003. Additionally, the number
of financial analysts covering our company doubled from three to six.

Transforming Federal IT

Si International was founded with a clear vision of the vital contribution that advances in information technology
can make as our nation responds to new global challenges. We speciaiize in mission-critical assignments
supporting frontline personnel in the military, civilian agencies and the intelligence community by providing
them the information they require to be effective." Many of the solutions that S/ International has helped develop
are truly transformational—they enable our clients to respond to new mandates, to expand the scope of their
missions, and to reengineer underlying business processes.

-Our employees come to work every day knowing that their work matters. Whether the assignment is securing
America’s borders, eﬁhanoing space-based intelligence, or helping Federal agencies share critical data, we
are supporting client missions that directly impact key national interests. As a result, our experienced team
brings an unflinching commitment to the work that they do—as reflected in our company’s outstanding record
of timely delivery on complex, mission-critical assignments.

As we look ahead at the issues that are at the top of the agenda for the Federal Government for the balance
of this decade, we find that Sf international’s strategic focus and proven capabilities are squarely aligned with
the government’s high priority initiatives. In this year's annual report, we describe some examples of the work
we are doing in Federal IT Modernization, Defense Transformation, Homeland Defense and Mission-Critical
Outsourcing. These were areas of focus for our company long before they became headline events and
legislative mandates. In many instances, Sf International is developing the architectures and design prototypes
that will guide major initiatives measured in many years of continuing improvements and involving many bilions
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of contract dollars. We are helping to pioneer the next generation of key ‘enabling
technologies—such as GPS Iil, Internet Protocol Version 6 and the Department of
Defense’s Transformational Communications Systems—that will extend the limits of what
'S possible in the military.

The Next Chapter of Growth

We believe that the confluence of these trends will continue to create an environment for
sustained growth for S/ International for many years to come. This management team has
stated that our objective is to grow at an average of 25 percent a year for the foresesable
future. We expect between 10 to 15 percent of this growth will be organic, and another
1010 15 percent will come through strategic acquisitions.

In January of 2004 we ciosed the acquisition of MATCOM International, and we are
Very excited about the new clients, the new capabilities and highly-talented employees
that MATCOM has brought to our company. This acquisition broadens the range of
mission-critical solutions we can provide in areas such as integrated logistics support,
enterprise information portals, tactical data links, weapons survivability testing, and
signals intelligence.

As aresult of this acquisition and our continued organic growth, S/ International will move
t0 anew level in our industry in 2004. Today we have over 1,900 employees and a physi-
cal presence at over 30 locations around the continental United States. Now more than
Ever, we have the scope and scale to pursue major projects as a prime contractor.

Building a World-Class Team

St International has a mahagement team with a depth of experience in Federal IT as
strong as any company in our industry. We've continued to deepen the bench in the past
year—adding a number of individuals to the ranks of senior management with significant
éxperience and success at the highest level of the Federal Government and 1T contract-
ing community. We've significantly strengthened our business development team, to
Support our focus on opportunities related to defense transformation, homeland defense
and the intelligence community. We were also honored to have Chuck Bowsher, former ©
Comptrolier General of the U.S. and head of the General Accounting Office, join. our
board of directors. ' )

I'd likke to close by extending my thanks to the entire S/ International team for the
Creativity and commitment that stands behind our success. To our clients, stockholders,
and business partners, we thank you for your support and look forward to reporting to
YOu on our successes as we continue to play a leading role in the transformation
of Federal IT.

Kag § o

Ray J. Oleson,

Chairman of the Board of Directors
& Chief Executive Officer
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Ray J. Oleson
Chairman & Chief Executive Officer

]

“Our experienced
team brings an
unflinching
commitment to the
work that they
do-as reflected in
our company’s
outstanding record
of timely delivery
on complex,
mission-critical

assignments.”




mission critical ® mission accomplished

The Federél Government is in the early stages of an
IT-driven transformation whose scope could well exceed
the “productivity miracle” experienced in the private sector.
SI International’s solutions enable our Federal Government
clients to effectively share information, increase workforce

productivity, and be more responsive to key constituents.
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Federal IT Modei’nization

Sl International has a proven track record of designing, bUiIding and
successfully deploying solutions that enable our clients tg replace

legacy, stove-piped applications and databases so as to effectively share
information across agencies. Our ability to draw upon expertise across our
eight specialized practice areas means that S/ Internationg; oan provide a true
end-to-end solution that encompasses operational architect, ¢ systems design,
software development, network solutions, mobile computing’ information security
and performance support. In other words, we make it posgjp|e to access critical
information and then piace that information directly in the hands of front-line

decision makers.

Army National Guard

Facing the reelities of a post-9/11 world, the Army National Guard asked
Sl International 1o help it replace older, stand-alone applications with an Operations
Tracking and Readiness System (OTRS) that integrates 2 fynctional areas i o a
common operating environment. The new system gives Near-real-time mission-critical
answers 1o questions such as: What personnel resourtes 4o we have available?
Who and Where are they? and When will deployed units rag o OTRS provides an

Integrated single source of current and historical Mission daty 5o the National Guard
can increase its efficiency and responsiveness, especially whgp, urgent needs for rapid
mobilization and deployment arise.

U.S. Department of Agriculture (USDA) ‘

For USDA's Risk Managemant Agency, we developed a ¢iop ing rance web reporting
envir_onment that provides crop insurance statistics for important constituents.
S! International redesigned the software systems to suppor economical expansion of
the insurance programs and converted the Actuarial Filing System from a 23 million -
page book to a paperless environment. We also developed the real-time, XML based
Business-to-Government policy acceptance system for the g, livestock insurance
plans to allow companies to obtain instantaneous feedback o, policy approval.

Federal Retirement Thrift Investment Board

For the Federal Retirement Thrift Investment Board, we designed, developed and
implemented a new, Web-based Thrift Savings Plan (TSP) systerm that provides federal
clvilian and uniformed services participants with the abilty 19 1 oniar and manage a
retirement savings and investment plan simifar to private geee 401(K) plans. This
complex project involved integrating custom and commerciy off-the-shelf solutions, as
well as interfacing with the Treasury Department, the Fedarg Reserve and financial
investment companies.

ey
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Defense Transformation

nformation superiority has become a decisive weapons platform in conflicts of

‘he 21st century. S/ International is supporting the transformation of our nation’s
nilitary posture through our demonstrated capabilities in space systems engineering,
dperational architecture, military satellite communications, command and control
systems, information operations, and logistics. S/ International is helping to develop
solutions that will enable our military to successfully adapt to the requirements of
1etwork-centric warfare and respond quickly to threats across the globe. In the area
>f Space Modernization, S/ International is supporting clients including Air Force
Space Command, North American Ae'rospace Defense Command (NORAD), Northern
Command, Missile Defense Agency, Defense Informatibn Systems Agency (DISA),

Air Force Electronic Systems Center and U.S. Strategic Command.

Air Force Space Command

Through our longstanding relationship with the Air Force Space Command (APSPC), S/ International has
Jeveloped industry-recognized expertise in military space operations and network systems used to counter
soth conventional and asymmetric threats. This includes the use of space assets to achieve persistent
surveillance, threat identification, precision targeting and real-time situational awareness on the battlefield,
sl International is one of the largest system engineering, network, telecommunications, and implementation
sontractors supporting the AFSPC.

Jur work in operational architecture provides the roadmap of how to integrate satelltes, sensors,
iisparate data sources and command & control systems so as to create a robust, unified operational
snvironment. For example, S/ international developed the operational requirements game plan to-guide the
sicquisition of the next generation Global Positioning System (GPS).

refense Information Systems Agency (DISA)

n future conflicts, every warfighter wil have access to real-time situational inteligence and support on the
sattlefield. Sf International is supporting DISA in developing the strategy to roll out the next-generation Internet
srotocol, or IPvB, that will accommodate the massive increase in IP addresses needed to web-enable our
Tilitary. We are actively involved in the architecture and network engineering of the Global Information Grid
Jandwidth Expansion (GIG-BE) program. GIG-BE will provide a world-wide network delivering high-speed 1P
services and supply increased bandwidth to support the demands of network-centric warfare.

Jorth American Aerospace Defense Command (NORAD)

>t International supports the North American Aerospace Defense Command in Colorado Springs, providing
echnical support, systems engineering, network and telecommunications implementation, software support,
:nd training in weapons of mass destruction (WMD) conseguences management and planning.

~ir Force Materiel Command

Nithin U.S. Air Force Electronic Systems Center located at Hanscom Air Force Base and at
Nright Patterson Air Force Base, S/ International supports programs from tactical data links and
\WAC E-3 aircraft to counter-narcotic trafficking. We have developed automated logistics systems
nat identify when parts need to be maintained or replaced, so as to increase uptime and operational
eadiness of key weapons platforms.

& Pageb




the right information to the right people at the right time

#

SI International is playing a leading role in developing next-
generation systems that extend our nation’s military capabilities
in space, provide the infrastructure to support effective joint
operations, and advance the transformation of the U.S. military
into an agile, responsive 21st century fighting force.

@ Page 7




rapid response 'rapid deployment

SI International has a proven track record of developing
solutions that help meet the monumental challenge of
securing America’s borders, monitoring the flow of people
and goods coming into the country, and coordinating

effective response to potential threats.

@ Page 8




Homeland Defense

SI International continues to play a major role in harnessing
advanced information technology to meet one of the defining
challenges for our nation today, defénding the homeland. Our ’
company has done pioneering work in developing large scale,
replicated databases, identification systems, and biometrics
for clients including the Department of State and various

organizations within the Department of Homeland Security.

US-VISIT increment One

As part of our U.S. Department of State Information Technology Professional Services contract, we
are responsible for maintaining data interchange operations between the Department of State and
other Federal agencies. This high-profile activity is fast moving to the forefront of the Federal IT
agenda with the establishment of the Department of Homeland Security (DHS). As part of
this contract in 2003, S/ International supported US-VISIT Increment One—the first phase in a
major new initiative designed to. effectively track those visiting the U.S. on visas—by developiing
mission-critical software and data interfaces to enable the State Department to exchange data with

the Department of Homeland Security.

Additionally, S/ /nternational provided training support services to DHS in the successful
implementation of the US-VISIT program at 115 airports and 13 seaports.

U.S. Northern Command

S! International successfully designed and installed state-of-the-practice network systems for
the Command and Control Center for the U.S. Northern Command in Colorado Springs.
Northern Command was formed in 2002 as the DoD command charged with planning,
organizing, and executing homeland defense and civil support missions.

- USDA Veterinary Services Process Streamlining System

S! International recommended and has now contracted with the USDA Animal and Plant
Health Inspection Service and Veterinary Services to develop an automated, web-based animal
tracking system that records and manages information concerning animals and animal products
being imported into and exported from the United States. Additionally, the USDA Veterinary
Services Process Streamlining System links import and export processes with the records of
federally accredited veterinarians who are instrumental in assisting with disease surveilance
and monitoring. This new system will assist Veterinary Services in preventing, controling and
eliminating animal diseases by allowing state, federal and industrial animal health services to
successfully meet the challenges of biosecurity.

SmartCard Solution

Based on proven expertise in advanced identification systems, S/ International developed the
SmartCard solution that is being used to verify payrolt for police and security force in Afghanistan
and designed identification systems being used for the new Iragi Army.
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Mission-critical Outsourcing

S! International has been a pioneer in Business Process
Outsourcing (BPO) arrangements that enable clients in both civilian
agencies and the Department of Defense to free up personnel for
higher priority assignments and increase 'operational efficiency,
while improving the quality of service. As the Federal Government -
copes with a shortage of skilled technical personnel, interest in

such innovative contracts has been on the upswing.

U.sS. Army

S International provides military personnel support services for U.S. Army personnet
at Aberdeen Proving Grouhds, where we have since 1999, consistently received
top marks in internal quality of service reviews. In 2003, S/ International was
awarded a comraét to provide similar services for Headquarters, Department of the
Army at the Pentagon and throughout the national capital region. As a result of these
two arrangements, 100 uniformed personnel were made available for higher priority
assignments.

The Department of State

For the Department of State, S/ International performs over 13 million immigrant visa
fransactions each year at the National Visa Center and Kentucky Consular Center.
This involves handling approxim_ately ten million pieces of mail received each year,
and results in the issuance of approximately 400,000 immigrant visas annually.
Under this arrangément, we develop electronic immigrant visa case files, validate
application fee payments, perform data processing for data management and back-
ground checks, and transmit visa applications and related documents to embassies
and consulates around the world for adjudication.

National Institutes of Health (NIH)

For the National Institutes of Health (NiH), S! International operates and manages
an 180:9001:2000 certified warehouse operation:: performs inventory control;
and.operates loading docks for over 25 NIH buildings, providing property account-
ability, direct delivery of supplies and material to users, and loading dock security
and traffic control, ’
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full technology life-cycle

Limits on fiscal resources and a looming shortage of skilled
government professionals is driving the growth in BPO
arrangements for many administrative and IT functions.

SI International is able to assume total responsibility for
discrete business 'processes in a manner that increases our
clients’ focus on their core missions, while delivering

measurable improvements in productivity.
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Stock Listing - ’ Annual Meetings

SI International, Inc. is traded on the NASDAQ Stock The 2004 Annual Meeting of stockholders will be held at

Market under the symbol "SINT." 10:00 a.m. (MDT) on Wednesday, June 16, 2004 at:
Cheyenne Mountain Resort

Corporate Headquarters , ' 3225 Broadmoor Valley Road
Sl international, Inc. Colorado Springs, CO 80906 .
12012 Sunset Hills Road, Suite 800
Reston, VA 20190 ' Annual Report on Form 10-K
703-234-7000 . Coples of the Company’s 2003 Form 10-K for

the fiscal year ended December 27, 2003 filed with
Stockholder Services the Securities and Exchange Commission may be
Questions concerning registered stockholder accounts, obtained at no charge by calling S/ International's
including name or address changes and transfers, should Investor Relations Department at 703-234-6900 or

be directed to our transfer agent:
Wachovia Bank, N.A.
1525 West W.T. Harris Bivd., 3C3
Charlotte, NC 28262

by sending an email 10: investors@si-intl.com

Additional Information
Sl International’s Web site (www si-intl.com)

800-829-8432 contains information such as corporate news releases,
management profiles, financial results, and SEC filings.

Independent Auditors Inquiries for additional investor information should be

Emst & Young LLP - directed to:

8484 Westpark Drive " Alan Hill

Mclean, VA 22102 Director, Corporate Communications

) 703-234-6854
Outside Legal Counsel alan. hili@si-intl.com

Shaw Pittman LLP
1650 Tysons Bivd.
Mclean, VA 22102

/ ——
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Safe Harbor )

Certain staternents in the Annual Report contain forward-looking statements. The use of words such as “may,” “might,” "will," “should,” “expects,” “plans,” “anticipates,” “believes.” “gstimates,”
“intends,” “future,” “potential,” or “continue,” the negative of these terms, and other comparable terminclogy are intended to identify forward-looking statements and defined by the safe har-
bor provisions under the Private Securities Litigation Reform Act of 1895. These statements are only predictions based on our current expectations and projections about future events.
Because these forward-looking statements involve risks and uncertainties, there are important factors that could cause our actual results, level of activity, performance, or achisvements to dif-
fer materially from the resutts, lavel of activity, performance or achievements expressed or implied by the forward-looking statements. These risks and uncertainties include: differences betwesn
authorized amounts and amounts received by S/ international under government contracts, government customers’ failure to exercise options under contracts, changes in Federal Qovernmen:
(or other applicable) procurement laws, regulation policies, and budgets, S/ international's ability to attract and retain qualified personnel, and other risks described in the “Risk Factors
section discussed in our Form 10-K for the fiscal year ended December 27, 2003

¢

Equal Employment Opportunity . :
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INTERNATIONAL

mission critical » mission accomplished

Sl international, Inc.

12012 Sunset Hills Road, Suite 800
‘Restdn, VA 20190 ’
703-234-7000

www.si-intl.com



UNITED STATES
SECURITIES AND EXCHANGE COMMISSION
ashington, D.C. 20549
FORM 10-K/A

(Mark One)

r ANNUAL REPORT PURSUANT TO SECTION 13 or 15(d) OF THE
' SECURITIES EXCHANGE ACT OF 1934 o

For the fiscal year ended December 27 2003

(I TRANSITION REPORT PURSUANT TO SECTION 13 OR 15(d) OF THE
: SECURITIES EXCHANGE ACT OF 1934 B
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o~ . ) ..+ .t Commission File Nlrmher )
' 000-50080 .

- SI Internatlonal Inc.

(E_xact name of Registrant as Specrfred in Its Chlar‘vcer)-’_

Delaware o . s2anmrs
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Incorporation or Orgamzatlon) o ~* "~Identification No.)
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(Address of Prmcrpal Executive' Offices) R L (er Code)

Regrstrant s Telephone Number Includmg Area Code (703) 234-7000
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' Trtle of Each Class ‘ Name of Each ﬁkbhéhg'e‘on Which Registered

" None - None -
Securities to be registered pursuant to Sectlon 12(g) of the Act:

Common Stock, $0.01 par value per share
(Title of Class)

_ Indicate by check mark whether the registrant (1) has filed all reports required to be filed by Section 13 or 15 (d) of

the Securities Exchange Act of 1934 during the preceding 12 months (or for such shorter period that the registrant was

required to file such reports) and (2) has been subject to such filing réquirements for the past 90 days. Yes ] No O
T

Indicate by check mark if disclosure of delinquent filers pursuant to Item 405 of Regulation S-K is not contained
herein, and will not be contained, to the best of registrant’s knowledge, in definitive proxy or information statements
incorporated by reference in Part IIT of this Form 10-K/A or any amendment to this Form 10-K/A. (J

Indicate by check mark whether the registrant is an accelerated filer (as defined in Rule 12b-2 of the
Act). YESJ NO[X

The aggregate market value of SI International, Inc. Common Stock held by non-affiliates of the registrant as of
June 27, 2003 was $59,858,992. ’

As of March 4, 2004, there were 8,461,122 shares of SI International, Inc. Common Stock, $0.01 par value per share
outstanding.

DOCUMENTS INCORPORATED BY REFERENCE

(1) Certain portions of the registrant’s annual report to stockholders for the fiscal year ended December 27, 2003 are
incorporated by reference into Part II of this Form 10-K/A. Certain portions of the definitive proxy statement to be
used in connection with SI International, Inc.’s annual meeting of stockholders, which is expected to be filed not

" later than 120 days after the registrant’s fiscal year ended December 27, 2003, are incorporated by reference into
Part IIT of this Form 10-K/A.
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-INTRODUCTION

This Amendment No. 1 to SI Internatronal Inc. ) annual report on Form 10K for the fiscal year ’

ended December 27 2003 1s bemg reflled in, 1ts entrrety to correct certam typographrcal errors

BUSINESS INF ORMATION

Throughout thrs document we occasronally drstrngmsh between SI Internatronal Inc as a’
company separate from its subsidiaries, and SI International, Inc, as a comipany ‘combined with its.

subsidiaries. In ‘order to clarify which entlty we are referrmg to in various drscussrons we usé the terms *
“SI International, Inc.” and “SI International” to refer to SI Internatronal Inc. without its subsidiaries.

. (‘

All other references, mcludmg “SI ? “the Company, "> and “us” refer to SI International and its
subsidiaries. . L RN ;) T P : R C

PART I

Item 1. Busmess

SI International, Inc. whs organrzed asa Delaware corporatron under the name of “SI
International Incorpérated”™ on October 14, 1998 SI conducts operations both in its own name ‘and
through subsrdlarres each of whrch is located in the U.S. but some of which have international
operations. ¥~

’7

Some of the statements under “Busmess “Management s Discussion and Analysis of Financial
Condition and Results of Operations,” and elsewhere in this Form 10-K/A constitute forward-looking
statements. These statements involve known and unknown rrsks, uncertainties, and other factors that
may cause our actual reslts, levéls of activity,: performance or achievements to be materially dlfferent
from any future: results, levels of actrvrty, performance or-achievernents expressed or implied by such

forward- lookmg statements. In some cases; you can identify these statements by forward-looking words ‘

3 ¢ 3 & 1 &¢ LERNYS

such as “anticipate,” “believe,” “could,” “estimate;” “expect,” “intend,” “may,” “plan,” “potential;”
“should,” “will,” and’ “would” or similar words. You should read statements that contain these words’
carefilly because théy-discuss our futuré expectatrons contain projections of our future results of
operations' or of our financial position; or state other forward-looking information. We beli¢ve that it is
important to communicate our futiire” expectatrons to our investors. However, there may be events m
the future that we ‘are:not able to predrct accurately or control. The factors listéd in the section ™
captioned “Business-Risk Factors,” as well as any cautronary language in this Form 10-K/A, prov1de
examples of risks; uncertainties, and events that may cause our actual results to differ materially from’
the expectatrons we; descnbe in. our forward lookmg statements

Although we: beheve that the expectations reflected. in the: forward lookmg statements are
reasonable, we cannot.guarantee future results, levels of activity, performance or achievements. You
should not place undue reliance on these forward-looking statements, which ‘apply only as of.the date
of this Form 10-K/A. Subsequent events and developments may cause our views to change. However,
while we may elect to update these forward-looking statements at some pomt in- the future, we
specrfrcally dlsclarm any obllgatlon to do o T

Recent Events

On January 21, 2004, we completed the purchase of MATCOM Int-ernational Corp, or l\IATCOM,

a provider of information technology, systems engineering; logistics, and. training. The: acquisition -
supports our strategic growth plan to expand into new vertical markets -and enhance the portfolio of
capabllrtles it provrdes to the Federal Government. We are currently in the process of mtegratmg

MATCOM into our busmess Under the terms of the’ merger agreement we acquired MATCOM for

$65.8 million iri cish. The transaction also included an earnout provision of $7.9 million in the form of
subordinated notes of SI International if MATCOM achieves certain short-term revenue objectives.
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The transaction was funded through cash-on-hand and borrowings under our credit facility, which
was increased from $35 million to $80 million contemporaneously with the closmg of the acquisition of
MATCOM. In addition to amendmg and restructuring our prior credit facrhty in order to increase our
borrowing capacity, we ‘extended the term of the credit facrllty, ‘which consists of both” revolvmg credit
and term loans, to January 21, 2008. :

As a result of our acquisition of MATCOM we gamed approxnnately 600 addrtronal employees -
and increased our leased space to 24 offlces and 2 warehouses at various U.S. locations for'an. .
aggregate of apprornmately 329,300 square feet in 13 states (1nc1udmg 3 offlces (8,750 square feet) that
are sub leased through the remammg term of our pnmary leases) , :

Based upon pro forma consolidated (unaudited) revenue for frscal yéar 2003 the.end cl1ents from
our top 10 contracts, mcludmg MATCOM, comprised approxrmately 46% of our fiscal year 2003 and"
listed as follows:

i

Department of Defense - Federal civilian agencies
U.S. Air Force Space Command .. .. - Department of Agriculture o4
US. Army ... . .. ... Department of Homeland Secunty—-Customs &.
U.S. Navy .. . . . .. - . . Border Protection ,

Department of State Federal Retrrement Thrift
Investment Board

Ovemew e IR A AP

We are a provrder of mission crrtrcal 1nformat10n technology and network solutlons prrmarrly to the
Federal Government Our business is gurded by our experrenced team of six executive offrcers, who
have an average of 19 years. of executive level experience in our industry. Our next level of senior. | -
management is comprised of seven individuals who have an average of 28 years of experience in . .
managing government information technology businesses. As of the end of fiscal year 2003, we . .- .
employed over 1,300 employees, and, following the acquisition of MATCOM on January 21, 2004, we
have approxrmately 1,900 employees. Approximately 65% of our employees, including those of e
MATCOM, hold Federal Government security clearances or have passed National Agency Checks.: .-
Over 19% of our employees, including those of MATCOM, hold Top Secret security clearances. A . - - -
significant portion of our employees who hold Top Secret security clearances also hold Sensitive .
Compartmental Information clearances, which permit us to bid on highly classrf1ed projects.

Our broad set of contract vehicles gives us extensive reach and enables us to deliver a full range of
our services and solutions to the Federal Government. As -of December 27, 2003, we had over 560
active engagements. The strength of our service offerings and information technology expertise allows
us to maintain substantial relationships with clients, some of whom have been clients of ours, or of one
of our acquired businesses, for over 15 years. In fiscal 2003 and fiscal 2002, we derived approximately "
84% and 83%; respectively, of our revenue from contracts on which we ‘acted as prime contractor.
‘Acting as a prime contractor provides us with stronger client relationships and visibility and .access to
new work that are not available when acting as a subcontractor. Our total backlog as of December 27,
2003 was approximately $337 million, of which approx1mately $58 million was funded. See “—Backlog”
for a d1scuss1on of how we calculate backlog

The Federal Govemment Technology Semces Market

The ongoing transformatlon of the Federal Government’s information systems and communication
networks is creating an increase in its demand for information technology services. According to
INPUT, an independent market research firm, Federal Government contracted information technology




spending is projected to increase from $45.4 billion in government fiscal 2003 to $68.2 billion in
government fiscal 2008, representing a compounded annual growth rate of approximately 8.5%..-

We expect that the‘Federal Government’s high-priority IT programs, with which SI International is
aligned, will continue to"grow in the foreseeable future. INPUT forecasts that the percentage of IT
spending that is contracted out by the Federal Government will reach a high of 87% of total IT
spending in government fiscal-2008. .

We believe the followrng industry trends will also continue to drive the Federal Government
technology services market: v ) _ : o

* Continued focus on mission-critical mmatzves Since the events of September 11,2001, the Federal
Government has made the transformation of its information technology infrastructure a major
priority. We believe our core areas of focus are aligned with the.most urgent current national
priorities. According to INPUT, the information technology services “commercial” segment,
which is comprised of software development, design, and consultrng, education and trarmng,
Systems integration, outsourcing, maintenance and processing services, is expected to experience
healthy growth, at a 9.9% compounded annual growth rate from government fiscal 2003 through

© government fiscal 2008. The commercial segment spending for government fiscal 2003 was

‘ $18.8 billion and INPUT beheves it should exceed $30 billion by government fiscal 2008

o Increased Federal Govemment relzance on-outsourcing. According to INPUT,. outsourcing services.
are expected to exhibit high growth rates over the next five years, as much as 12.6%
compounded annual growth rate from government year 2003 to government year 2008. Also
according to INPUT, the federal outsourcing expenditures were expected to total $8 9 brlhon in. .
2003 and can be expected to reach $16.1 billion by 2008.. S

We belleve that the Federal Government is increasingly turnmg to the 1nformat1on technology
industry to execute support processes and functions that were traditionally performed in-house. In-*
October 2001, the General Accounting Office, or GAO, published a report stating that, of the: totali“
Federal Government fiscal 2000 information technology expenditures of $42.3 billion, the Federal -
Government purchased $13.4 billion of information technology services from outside contractors,
cornpared to $3.7 billion in 1990 representlng a compound annual growth rate of 14%. According to.

,INPUT thé size of the Fedeial Government workforce decreased by 1.1 mrlhon workers, .during the =

period 1990 through 2000; representmg a 22% decline. The General Accountrng Offlce has warned of
further attrition due to retrrement of Federal Government Workers durmg the per1od 2003 through

We believe that homeland security will have the greatest 1mpact on three specrflc segments of the
IT market: information securify, communications, and knowledge management. ‘We believe that the
rapid pace of technological innovations and the Federal Government’s increasing reliance on complex .
information technology infrastructure, cornblned with a decline in executive: branch ‘civilian employees
make it increasingly difficult for many governmental agencies to operate and upgrade their information
technology systems. We expect that several trends will contribute to the Federal Government’s
increased use of service providers to fulfill a larger portion of its information technology *
responsibilities, and we believe that we will continue to gain new engagements to the extent that the
Federal Government increases its reliance on outsourcing for its information technology needs These. =
trends include: - : e

* The aging of the Federal Government’s workforce. According to INPUT, the average age of
Federal Government employees increased from 42 years of age in 1990 to 46 years of age m
2003, and that the government has estimated that more than 30%- of current personnel in -

- supervisory positions will be eligible for retirement by 2007. In April 2001, the GAO concluded :




in a report that the Federal Government’s human capital chal]enges are Ladversely affectrnthhe

. ability of many ‘agencies to carry out their missions.

* Increased Federal Government emphasis on competitive sourcing. The current administration has-

" made competitive sourcing.a major initiative of its management agenda: According to the . = .

President’s Management Agénda, which was issued in 2001 and for which progress reports . -
continue to be issued, including most recently during 2003, nearly half of all U.S. government .

. employees perform tasks that are available in the commercial marketplace. To the extent that
the Federal Government workforce declines, we believe that the Fedéral Government will have
an increased need for entities that offer the technical skills, familiarity with government
processes and procedures and skilled personiiel that are necessary to meet the diverse

o nformatlon technology requlrements of the various Federal Government agencres '

Increased spendlng on homeland security and mtelllgence

In the wake of ‘the terrorist attacks on September 11, 2001, there has been an 1ncreased emphasis
on homeland secunty, 1ntelhgence and national defense, 1nc1ud1ng the protection of critical
infrastructure. According t¢ INPUT, the IT budget request for the Department of Homeland Security,
as identified by the Office 'of Management and Budget, increased 25% from government fiscal 2003 to
government fiscal 2004. The total addressable IT budget for the Department of Hoineland Securlty was
set at $2.6 billion in-fis¢dl year 2003 and is expected to grow to $4:9 bllllOI‘l in fiscal year 2008
assuming a compound annual growth rate of 132%. - _

As ‘part of this’ addmonal proposed spendrng, on Aprrl 18, 2002 the government announced anew
Unified Command, the U.S. Northern Command, which is headquartered in Colorado Springs, .

Colorado. The U.S. Northern Command’s “mission is homeland defense and civil support, specifically:
" conduct operations to deter, prevent, and defeat threats and aggression aimed at the United States, its

territories, and interests within the assigned ‘area .of responsibility; and as directed by the President or .

Secretary of Defense provrde nnhtary assistance to c1v11 authorltres 1nc1ud1ng consequence management"

operations.

‘Although the total amount to be spent for 1nte111gence apphcatrons is classrfred based on avallable
information, INPUT beheves that the unreported IT spending in the intelligence community may be as
much as $10 billion in fiscal year 2003. We believe that theré will continue to be increases in spending
on federal 1ntelhgence act1v1t1es Wthh are expected to; represent srgnrﬁcant opportunrtles for us.

Increased simplicity of procurement. Through changes that began with the Federal Acquisition -
Streamlining Act of 1994, or FASA 94, the Federal Government has developed a variety of accelerated
contracting methods. Federal Governmental agencres have increasingly been able to rely on multiple.
contracting vehlcles to procure. needed services in an expedient manner. Accordmg to INPUT, the
average time to procure products and servrces was approximately 55% less in government fiscal 2001
than, 1t was 1n government fiscal 1995.

Our Core Strengths .

We strategically built our business to respond specifically to the federal information technology
marketplace. We believe that our core strengths position us to respond to the long-term trends and
changing demands of our market.

Our Expenenced Management Team

Our business is guided by our experienced team of six executive officers who have an average of
19 years of executive level experience in our industry and a history of successfully growing information
technology service providers. Our principal founders, Ray Oleson and Walter Culver, each have more
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than 34 years of managerial experience in our industry. Our executive officers have served as
presidents, chief operating officers, and chief financial officers at Fortune 500 and industry-leading
public companies. Our executive officers also have strong backgrounds in identifying, acquiring and
integrating businesses. Members of our management team have acquired and successfully integrated, in
the aggregate, 20 businesses, four of them since our formation in 1998 and are in the process of
integrating our most recent acquisition, MATCOM, which we acqul_red in January 2004. In addition to
our strong team of executrve officers, our senior managem nt'is cornpnsed of seven individuals who
have an average of 28 years experrence 1n managmg government information technology busmesses '

Our Corporate Culture

Our corporate culture is based ‘on respect for cl1ents personnel busmess partners and
management. We view our commitment to this culture of respect as a cornerstone of our company. We
believe that our cuiture helps us build the relationships necessary to gain an in-depth understanding: ‘of
our clients’ needs, business practices and information technology : and network systems. Further, we
believe our culture is a factor in helping our employee turnover rate remain low compared to other
companies in our industry, helping us to maintain client domain knowledge and provide consistent
service to our clients. Further, we believe that our. commitment to respect, combmed with quallty of
perforrnance is an 1mportant factor in retarmng clients and winning new referrals. ..~ - . =7,

Focus on Informatwn Technology Servtces ERRET "_,-:, LT

We- deliver a full spectrum of information technology services and solutions that address challenges
common to many Federal Government agencres and commercial companies. Our capabilities position
us to capitalize on the Federal Government’s increasing demand for information technology services.
We integrate our technical areas of expertise into comprehensive solutions covering information
technology applications, systems engineering; network and telecommunications engineering and .
outsourcing. Our focus on end-to-end information technology- solutions allows us to leverage' our
knowledge and expenence to provrde best practices.across rnany Federal Government agencies and
industries. - : ~ S v - ‘

Our skilled employees use their advanced technological training and extensive experience to
implement our state-of-the-practice solutions. As of the end of fiscal year 2003, we employed over
1,300 employees many of whom possess security clearances and National Agency Checks that allow us
to bid on and perform classrﬁed work for the Federal Government P .

Knowledge of Federal Government Contractmg and Federal Agenczes

“We beheve that our in- depth knowledge of Federal Government contractmg and the governmental
agencies we serve and the1r procurement processes allows us, to provrde better solutrons for our “clients’
needs. Our experrenced team of executive ofﬁcers and senior managers brmgs to us therr many years of
experience and extensive contacts in the industry. They provide us with an understanding of our clients’
needs and procedures, as well as valuable mission- specific information. We believe that the insight
provided by our officers and managers allows us to design solutions that are responsrve to our clrents
mlssron crrtrcal needs.
Successﬁtl Integrdtion of Acquired Businesses :

We believe that a critical component of our success is our ability to identify, acquire and integrate”
companies that build or expand our suite of services to serve our clients’ needs more effectively. Prior
to the formation of SI International in 1998 members of our management team participated in a-total
of 16 acquisitions. We believe that this. experience provides a basis for our disciplined approach to---
identifying acquisition candidates and integrating acquired companies. By integrating corporate ,



infrastructures such as marketing and sales accounting, human resources and internal networks; we can
save the expense of redundant functions. In.addition, by integrating operations, we establish a  ©.* v
corporate-wide mission which can: reduce. internal competrtron and promote the cross sellmg of newly '
augmented skill sets to’ mcrease our clrent base REN Y S D o

W1th1n the 15- month penod from January'1999 through March 2000 we 1dent1ﬁed acqurred and e
mtegrated four Federal Government 1nform 1 technology semces compames wrth aggregate B

acqursrtlon dates. Through each of these acqursrtrons, we built ‘and expanded our information -
technology capabilities and expanded our client relationships. We applied-our disciplined acquisition_ :
processes to integrate the acquired companies and successfully grew these busrnesses We are applymg
srmrlar processes to 1ntegrate MATCOM whxch we acqurred in January 2004 R ool
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Our Growth Strategy 7 L:'t‘*»zé:_ o ‘fif.-f‘f N«

We have unplernented the followrng strategres 1n order to reach our goal of becormng a leadmg
provrder of mformatron technology and network solutlons to our clrents Lo . ‘

ey

.. Mazm‘azn and expand our existing clzent relatzonsths We maintain relatronshlps wrth our exrstmg
_clients by adhering to our culture ‘of-respect and providing quality performance.:We believe this -
helps us win renewals of our engagements. In addition, we use our knowledge of our chents
needs to identify additional opportunities and cross-sell new services to them.. e

155 ® Leverage our existing client base to-win new clients: We believe satisfied clients are one of our

~._ most effective marketing tools. Since FASA 94 went into effect; client referrals have become a.

= crucial: component of expedited procurement processes and are key to our winning new - t
contracts. Since we focus on technology infrastructure improvement, we"are able to transfer our-
skills readily from client to client. We plan to continue building a network of clients and
leveragmg these relatlonshlps to galn access to new clients. We have launched a Major Programs

periods. We believe that favorable client referrals are strategrcally unportant to our wrnmng R
theseopportumtres T e ‘ S r,—’

* Pursue strategic acquzsztzons We plan to contmue utilizing our drscrplmed rnethodology to- ST
* identify, evaluate and integrate strategic acquisitions. We have acquired and successfully = ™
integrated four businesses since 1999 and’we are in the process of integrating our fifth
acquisition, MATCOM, which we acquired in January 2004. These acquisitions have positioned
us with strategically important technical skills in important client areas. For example, in-; v -
. mid-1999 we recognized that functional skills in military space applications in Colorado Spnngs
o would be an 1mportant growth area We acqurred SI International Engmeermg, Inc formerly
""lf_'respond to the needs of the recently formed U. S Northern Cornrnand whrch is headquartered
' 1'1n that crty o

Our Areas of Practice

We provide information techno‘logy and network solutions in the following eight practice areas to »
supplement our clients needs in Defense Transformation, Homeland Defense, Mission Crrtrcal
Outsourcrng and Federal Informatron Technology (IT) Modermzatron

Soﬁware Development Our software development practice delivers custom software mtegrated w1th
commercial off-the-shelf products to meet our clients’ software requirements. We bring an
understanding of complex software development and integration techniques for detailed design,
implementation; testing, configuration control and documentation. We also provide enterprise-wide data




management as well as testing and independent verification and validation services. Our technical staff
is skilled in state-of-the-practice technologies such as C++, J2EE, Power Builder and Oracle Tools.
Our software development process had been externally assessed at the Software Engineering Instrtute
Capability Maturity Model for Software—Level 2 indicating standardlzed repeatablé processes are
utilized.

Systems Consulting. Our systems consulting practice supports the modeling, simulation and
prototyping of solutions. Our work includes feasibility studies, strategic planning, systems development
consulting, quality assurance, project management, organizational assessment, system and transition
planning and acquisition support. To aid us in our work, we utilize state-of-the- -practice technologies .
such as enterprise architecture modehng tools and StarSafe a software tool suite we developed for use
in designing secure system solutions.

eSolutions.  Our eSolutions practice delivers software implementation services that web-enable
legacy apphcatlons intended to leverage an 0rgan1zat1on s utilization of the worldwide web (mternet,
intranet ‘or extranet) to facilitate its business strategies and processes. We provide our clients with '
feasibility studies, system planmng, systems development, rmgranon planning, quality assurance, systems"
integration and user training. Our technical staff utilizes tools such as Microsoft.Net, Oracle Tools and
M1crosoft V1sua1 Basic and Front Page to help them dehver software 1ntegrat10n servrces SR

Informatwn Secunty Our mformatron secur1ty practlce dehvers analyses, methods and o
technologies that enable our clients to secure their information against unauthorized access and service
disruption. Our solutions are designed to* protect and defend 1nf0rmat10n systems agamst malicious
actions, reduce the threat to system secunty and proactlvely manage rlsk We provide security pohcy
and procedure development threat determination and risk, assessment vulnerab1hty ana1y51s systern o
security engineering, network defense, secure document processmg, apphcatlons and web secunty,
secunty evaluatron and accredltatlon and trammg :

" Learning Solutwns Our learning solut1ons pract1ce de51gns, develops and del1vers trammg and
performance support to meet our clients’ individual and organizational learning and performance ..
needs. We provide distance learning, web-based training, computer-based training, instructor-led - -
training, electronic performance support, performance-centered interface design, knowledge -
management, help desk staffing and management and local area network operations. Our technical staff
is skilled in 1nstruct10na1 systems design, usability engineering, software engineering, multimedia-and ...
graph1c design and online documentat10n :

Systems Engmeermg Our ‘systems engmeermg practice del1vers mission and requnements analyS1s
operational architecture modeling and development, Systém design; validation and verification,
integrated logistics support, life cycle engineering and complex simulation and- modeling. Our- techmcal
staff is skilled i command, control, communications, computer and intelligence,"engineering, object
oriented analysis and des1gn, system testing, requirements' traceability and specialty disciplines, mcludrng
electro-magnetic pulse engmeermg, rellablhty/mamtamabrlrty/avallabrhty engineering and safety and
environmental engmeerlng Many of these skills are- focused on" space apphcat1ons ' ;

Network, Solutzons Our network solutlons practlce des1gns develops and deploys a full range of
telecommunications network and mfrastructure solutions for our government and commercial .clients, -
These solutions span voice, narrowband, broadband and wireless technologies. Applications include . .
large scale enterpnse networks for government, hrghly secure networks and- central office build-outs for
commercial carrrers

Mission- Cntzcal Outsourcmg Our mission- crmcal outsourcmg practlce uses our domam expertlse :
to operate -our systems and processes that are vital to our clients’ businesses. We offer professional
services to perform network operations, sustaining engineering, administrative processing and overall
program management.




Clients . - .

~ We provide our services primarily to Feder5) Government clients such as the U.S, Air Force Space
Command, U.S. Ariny, the Department wasitavte’, the Immjgrangp anq Naturghzation Service which has
now transitioried to become the Bureau &f jtj 5 nghip and Immigration ngce_s in the Department of
Homeland Security, and the intelligence Commupity. In fiscal 2003,‘we derived approximately 94% of
our total revenue from Federal Governmental agenCies and approximately 6% of our total revenue
from commercial clients. .- . - oDt EORE S

Our largest client is the Department of Pagense. We derived approximately 55% of our total
revenue in fiscal 2003 and approximately' 490z ¢ our total revenue in fiscal 2002 from the Department
of Defense and the intelligence community, fp, giscal 2003 and fiscal 2002, services we provided to the
U.S. Air Force Space Command represented 3805 and 37% Of our total revenue, Tespectively, and -
consisted of approximately 300 separate engage ments. We also deancgi__ approximately 20%.of each of
our fiscal 2003 and 2002 revenue from .th.e"Dei)értméﬁ,t. of State. }f:,.a_‘{l'%:,,c?f these. entities consists of a
substantial number of separate offices, each of which typically exercises independent decision making .
and funding authority. We believe our 'Qopt‘r;aéi‘ base.among these separate. offices is well diversified. As

of December 27,2003, we had:over 560 actiye ongagements. In fiscal 2003 and fiscal 2002, we derived
approximately 84% and 83%, respectively, of ;¢ revenue from contracts on which we acted as prime
contractor and derived approximately 16% ang 179, resp'ectivgly, Qf our revenue from contracts on

" which we acted .as a subcontractor. -3 -

" We often sub;qont"r'a_é_i_t‘,'pngfibns d’_f‘ -_erk_{O' be ’perfofrﬁea under a contract or task order under

which we are the prime contractor. APProximagely 13% of our total revenue in fiscal 2003 and fiscal _
2002, respectively, was generated by WOTk perfoyrmed by subcontractors. The subcontractors are ’
sometimes responsible for critical portions of t},¢ ¢ontracted services. Our subcontracting arrangements
typically specify that all terms of the primary oeptract pass:down fo the subcontractor. We are not
dependent upon any one subcontractor or group of subentraqtors tq provide a substantial‘degree of
work.for us. In addition, it is typical-that a sypcoptractor on Ohe engagement may.be a competitor or a
client in' other situations., We-believe that. cutjy ating good relationships with our subcontractors is
necessary to maintain our competitive position as well as to: facilitate- meeting' performance: obligations
under our contracts. ' ..o Ls o T o Dol o ey A

‘B;lcklog S -

Backlog is our estimate of the amount of y-evenue we expect to réalize over the remaining life of
awarded contracts. and task crders we have jn hand as of the measurement date. Our, total backlog
consists of funded and unfunded backlog. We efine funded backlog as estimated future revenue under
government contracts and task orders for whijcy, funding has been appropriated by, Congress and - .
authorized for expenditure by the. applicablev,';a"éénéy’_ plus our estimate of future revenue we expect to
tealize from our commercial contracts. Unfunqed packlog is the difference between total backlog and.
funded backlog. Unfunded backlog reflects ouy_estimate of future revenue under awarded government
contracts and task orders for which either funclmg has not'yet b,'e,.en‘ appropriated .or expenditure has
not yet been authorized. Our total backlog doeg not include estimates of revenue from o
Government-wide acquisition contracts, or ‘Gwa C. contracts, Of Qénéral Services Administration, or
GSA, schedules beyond awarded of funded tag)c orders, but our unfunded backlog does include -
estimates of revenue beyond awarded or funde d task orders for other types’ c?f'-i‘ndefi‘nite- delivery,
indefinite quantity, or ID/IQ, contracts, such ag- gz contract with the U.S. Air Force Space’ Command.

Our total backlog as of December 27, 2003 was approximately $337 million, of which
approximately. $58 million WaS'»ﬁlDded--‘HOWever’ there can be:no assurance. that we will receive the
amounts we have ‘included in:our'backlog ox .t} 4t we will ultimately recognize the' full amount of our -
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funded backlog as of December 27, 2003 that we estimate will be: recogmzed as revenue during fiscal
2004 or thereafter.

We believe that backlog is not necessarily indicative of the future revenue that we will actually
receive from contract awards that are included in calculating our backlog. 'We assess the potential value
of contracts for purposes of backlog based upon several subjective factors. These subjective factors
include our Judgments regarding historical trends (i.e., how much revenue we have received from
similar contracts in the past), competition (i.., how hkely are we to successfully keep all parts of’ the
work to be performed under the contract) and budget availability (i.e., how likely is it that the entire
contract will receive the necessary funding). If we do not accurately assess each of these factors, or if
we do not include all the vanables that affect the revenue that we recogmze from our contracts the
potentral value of our contracts, and accordingly, our backlog, will not reflect the ‘actual revenue
received from contracts and task orders. As a result, there can be no assurance that we will receive ~
amounts included in our backlog or that monies will be appropriated by Congress or otherwise made
available to finance contracts and task orders included in our backlog. Many factors that affect the
scheduling of projects could alter the actual timing of revenue on projects included in backlog. There is
always the possibility that the contracts could be adjusted or cancelled. We adjust our backlog on a -
quarterly basis to reflect modifications to or renewals of existing contracts; awards of new contracts .or. .
approvals of expenditures. See “Risk Factors—The calculation of our backlog is subject to numerous
uncertainties, and we may not receive the full amounts of revenue estimated under the contracts -
mncluded i in our backlog, which could reduce our revenue in future periods.”: : S

Competltlon

We operate in markets ‘that are hrghly competitive and include a Iarge number of part1c1pants We
compete with many companies, both large and small, for our contracts. We ‘do not have a con51stent
number of competrtors against whom we repeatedly compete. If we ant1c1pate that our. combmed
resources may create a competmve advantage we may team with other ¢ companies to perform work ‘
under contracts. These and other companies in our market may compete more effectively than we can '
because they are larger have greater financial and other resources, have bétter or more extensive
relatronshlps with governmental officials mvolved in the procurement process and have greater brand or
name recognition. = :- e : z R

As a result, of the diverse requrrements of the Federal Govemment and our commerc1a1 clients, we
frequently form teams with the companies in our markets in order to compete for large procurements ’
whlle blddmg agamst them in other 51tuat10ns ‘

In each of our practrce areas, we generally b1d agarnst companles of varyrng sizes and specralnes
from small businesses to multi-billion dollar corporations. Because of the current industry trend toward.
consolidation, some of these companies may emerge better able to compete with us. Therefore, it is
essential that we differentiate ourselves from these companies. We believe that our technical abilities, .
client relationships, past performance, cost containment, reputation and ability to provide quality ..
personnel give us a strong presence in the markets-we.serve. In addition, we believe that our culture of
respect for and commitment to our clients and business partners greatly aids our business.-While we
believe these factors help to set us apart from other companies in our markets, we may not -be able to .
continue to maintain.our competitive position, as new companies enter the marketplace and alliances:
and consolidations among competitors emerge. Some companies in our markets have longer operating .
histories, greater financial and technologlcal capabrhtles greater brand or name recogmtron and larger :
client bases’ than we have.. : o Cohe ST TR
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Government Contracting and Regulatory Processes

For fiscal 2003, approximately 94% of our revenue was derived from work performed under
Federal Government contracts. The government contracting process differs in many ways from
commercial contracting, and involves a high degree of Federal Government regulation and oversight:

Hlstorrcally, agencies of the Federal Government wrsh1ng to procure servrces from contractors have
been requrred to prepare a request for proposal, known as an RFP, or some similar form of sohcrtatron
The RFP is typically an extensive document describing the services desired and the ‘terms and o
conditions that form the final agreement, including the criteria the soliciting agency will use to select”
the service provider. Interested parties submiit proposals in response to the RFP, which the agency
evaluates “often requesting addltlonal 1nformat10n and multrple chscussrons wrth brdders pnor to frnal
award of the contract ‘

In recent years, the Federal Government has taken steps to streamhne the procurernent process.
For example, in 1994, the enactment of the FASA 94 made the procurement process substantially faster
and less burdensome for companies that qualify for a bidders list. FASA 94 was the. first. of several
statutory and regulatory changes in recent years that significantly altered government. procurement
practices by increasing the number and types of procurement contract “vehicles” available to Federal.
Government clients to satisfy their requirements. Federal Governmental agencies are now more likely
to use flexible contract vehicles that permit a number of firms to compete for specific orders. The
General Services Administration Multiple Award Schedule, or GSA MAS, Program is an example of a
flexible contract vehicle employed by the Federal Government. Under the MAS Program, GSA
contracts with multiple vendors to provide goods and services, at predetermined prices, to specified
authorized buyers. GSA schedules are hstrngs of services and products, along with their respective .
prices, offered by approved contractors The schedules aré maintained by the GSA for. use by-any
federal agency or other authorized entity. A contractor must successfully complete a pre- quahﬁcatron
process in’ order 10 be selected by the GSA for inclusion of the. contractor’s goods or services on a GSA
Schedule When an agency selects services ‘under a GSA schedule contract, the, sohcmng agency, or the
GSA on its behalf, conducts a bidding process limited to quahfred GSA schedule contractors. The
pracess typlcally mvolves substantrally less tlme and cost than the hrstoncal non- GSA blddmg process

In addition to the GSA MAS program, we also hold other ID/1Q contracts wrth other individual
agencies, which are generally known as task order contracts. These are essentrally umbrella contracts
that set forth’ the basic terms and condrtrons under which the agency may order goods, and services”
from one, and in some cases, more than one, contractor. Contractors undergo a comipetitive
pre-selection process to become eligible to perform work under ID/IQ contracts. A’ soliciting agency
issues task orders for goods or services to be pefformed or provided under a contract.-When task
orders are.issued under multiple-award ID/IQ contracts, each awardee typically has an opportunity to
be considered for the task order."The agency desiring contract services may conduct a competition
among the interested awardees, resulting in the jssuance of a task order to a single contractor. These
contracts ‘have increased competition and pricing pressure by concentrating work -under fewer contracts,
and requiring competition both prior to the initial award of the contract.and throughout the term of
the contract:in. order to obtain- task orders for the services we provide,:requiring that we make
sustained post-award marketing efforts to realize revenue under each such contract. Moreover, ‘even if
we are qualified to work on-a particular new contract or a contract subject to renewal, we might not be
awarded business becatse of the Federal Government’s policy and practice of procuring goods and
services from multiple contractors in order to maintain a diverse base of contractors. In addition, ID/IQ
contracts do not obligate the Federal Government to purchase goods or services above the minimum
levels set forth in the contract.

A task order calls for a specific set of services to be delivered by the contractor to a particular
client agency. In our experience, the key factors in bidding successfully for these task orders are
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technical merit, cost, relevant past performance considerations and client trust. From time to time we
are also party to GWACs, which are ID/IQ contracts that permit the aggregation of multiple agencies’
requirements in a single contract, in order to encourage contractors to offer the best possrble prices
and to reduce the costs associated with multiple acquisitions.

For single-award large scale contracts, such as those targeted by our Major Program initiative,
intérested contractors submit information indicating their desire to perform the required services. The
agency then solicits competitive proposals or bids from qualified contractors by providing them with a
formal RFP, or similar solicitation. The RFP typically describes the desired services, terms and
conditions, and evaluation criteria the agency will use. Bidders then submit proposals in response to the
RFP, and the agency evaluates the proposals and makes the award determination. Agencies are
encouraged to award contracts on a “best value” basis. This means that the contractor selected for the
award should, in the agency’s judgment, provide the greatest overall benefit in response to the
requirement, including technical merit, cost and relevant past performance considerations. The entire

bid process can sometimes take a year or more.

The competitive bidding process presents a number of risks, including the followmg'

. we expend substantral funds managerral tune and effort to prepare brds and proposals for
contracts that we may not wm :

* we may be unable to estimate accurately the resources and cost that w111 be requrred to service -
© any -contract we win, which could result in substantial cost overruns; and

- * We may encounter expense and delay 1f our competrtors protest or challenge awards of contracts
to us in competitive bidding, and any such protest or challenge could result in a requirement to
resubmit bids on modrfred specrfrcatrons or in the termrnatron reductron or modrfrcatron of the
_awarded contract :

The government contracts for whrch we compete’ typlcally have multrple year terms and if we are” |
unable to.win a particular contract, we generally will be foreclosed from competing again for that '
contract until its expiration several years later:: In addition, upon the éxpiration of a contract, if the
client requires further services of the type provided by the contract, there is frequently a competrtrve
reblddrng process.

Laws and Regulatlons Affectmg Our Business

Federal Government contracts are subject to a number of federal laws and regulatrons including
the Federal Acquisition Regulation, or FAR, and Cost Accountrng Standards. These statutes and
regulations contain several rules that may affect us significantly. ..

The Antr -Deficiency Act proh1b1ts Federal Government employees from comrmttmg government
funds, by contract or ‘otherwise, in excess or in advance of approprratrons ‘unless authorized by a
specific statute. ‘Since Congress usually approprrates funds on a fiscal year basrs, many of our contracts
are funded by the apphcable agency annually as Congress makes approprratrons for future fiscal years
In addrtron since funds are often allocated to agencres by the Offrce of Management and Budget many
of our contracts ‘are mcrementally funded

Drsappomted brdders and contractors excluded from competrng for government contracts and task
orders may submit an objection to a contracting officer or the GAQO within time limits specified under
FAR and GAO bid protest remedies. The U.S. Court of Federal Claims also has bid protest
jurisdiction. Performance under a contract being protested may be suspended whrle the protest is
pending, and in cases where the contract is found to have been 1mproperly awarded the contract may
be terminated. ‘ :
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Certain FAR clauses, such as the Limitation of Cost and Limitation of Funds clauses, limit the .
Federal Government’s Hability for expenditures or obligations beyond those authorized by the
applicable contract. In many cases, contracts are awarded for only one year with a number (in a ="
number of cases, four) of successive option years. Agencies are not obligated to exercise these option -
years, but in-our experience, most renewal options under our contracts have been exercised. In .
addition, certain FAR clauses allow the Federal Government to terminate contracts for convenrence
(i.e., at will), although the Federal Government is obligated to pay for costs 1ncurred .

Larger contracts may also be subject to the Truth in Negotlatrons Act and Cost Accountmg e
Standards. The Truth in Negotiations: Act requires us to provide current, accurate and complete cost or
pricing data in connection with the negotiation of a contract, modification or task order that.is not . '
subject to full and open competition or other exceptions to. the Act. Cost’ Accounting Standards are .-
applicable to certain contracts and require the contractor to apply consistent accounting practicés and :
comply with specific cost accounting criteria. “Contract Cost Principles and. Procedures” sets forth the -
rules regarding the allocability and allowability of costs incurred in connection with Federal
Government contracts.

The FAR restricts government contractors from participating in procurements when there is an
Organizational Conflict of Interest, or OCI, and, establishes rules for avoiding, mrtrgatrng and
neutralizing conflicts of interest in the issuance of contracts by the Federal Government. Virtually all
government contracts, including ours, are subject to the OCI rules. An OCI may arise because the:
nature of the work to be performed by a .contractor has the: potential, absent some restriction on future
activities, to result in an unfair competitive advantage to the contractor or impair the contractor’s
objectivity in performmg the contract or provrdrng assrstance or advice to the Federal Governmient. The
government contractrng officer. is responsrble for resolvmg any s1gn1f1cant potentral OClIs before a
contract award is made. Federal Govérnmént contractors have an obligation to manage and, if
necessary, report an OCI to the contracting officer. We have a company-wide policy regardrng care in
the.acceptance of-and compliance with contractual OCI provisions, which includes awareness training
programs and coordination and reporting systems. We review new contracts and task orders at the‘t‘ime
we receive them for potential OCI issues. Accordingly, we believe that as a result of the systems we:”
have. in place, our backlog will' not be affected by OCI issues. 2 RN o

Our books and records are subject to audit by the Defense Contract Audit Agenc'y,”or DCZAA and
other governmental audit agencies, to ensure that the costs and hourly rates for which we invoice the
Federal Government under cost reimbursable and time and materials contracts aré in compliance with
the Cost Principles;: Cost Accounting Standards and FAR invoicing regulations. Each fiscal year,.we
must submit final cost data to the Federal Government indicating our actual costs incurred for the™ . *.
prior year, exclusive of certain costs that dre not recoverable by Federal Government.contractors. This
data is audited, and sub]ect to adjustments by the auditing agency based upon established guidance,
which may. affect Qur recovery on cost rermbursable contracts for prior fiscal years. These ‘audits - may
also result in assessment of penaltres interest costs and in extreme cases, debarment The Federal
Government retarns a portron of the fee earned by us under cost reimbursable contracts until contract
completron and audrt by the DCAA. Audits of our business. units by the DCAA havé been completed
for all fiscal years through 2001 without material adjustments In the opmron of management, the B

- audits for other fiscal years through fiscal year 2003 will not result in adjistiménts that would have a
material adverse effect on our financial posrtron or results of operatlons however future matenal
adjustments are possrble x S : Sl

Our conduct and performance is also subJect to the False Clanns Act The False Clauns Act L
proh1b1ts contractors from _knowingly submrttmg false or fraudulent cla1ms to the’ Federal Govemment
We have established standatds of conduct for our employees and a reporting mechanism that any of
our employees can use to report mapproprrate or illegal activities.
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Certain types of services are subject to the Service Contract Act and the Davis-Bacon Act. These
Acts require that the contractor pay to all personnel assigned to the contract at least the prevailing
wage and fringe benefits, as established by and in accordance with' the regulations promulgated by the
U.S. Department of Labor. We have an established policy pursuant to which we evaluate RFP’s that -
include Service Contract Act and Davis-Bacon Act requirements and, in the event of an award to us,
ensure our compliance with these requirements. S

Employees o

As of December 27 2003 we had over 1 ,300 employees. We have no umomzed employees and do",
not have any collective bargaining agreements. However, we may pursue contracts that will require us -
to have unionized employees. We believe we have a good relationship with our employees. On
January 21, 2004, we acquired MATCOM and added approximately 600 employees.
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Risk Factors
R.lSkS Related to Our Industry o

cts Wlth the Federal Government for most of our revenue, and our busmess Would
if the government ceased doing busmess w1th us or srgmficantly decreased the
s with us. .

We depend on contrél
€ seriously parmed 1
Amoynt of bysiness it 40€ |
' We derived 93.7% and 92.1% of our total revenue in fiscal 2003 and in n fiscal 2002, respectlvely, L
from Federa] Government contracts, either as a prime contractor or a subcontractor. This includes
4.39, and 49.0% of our: total revenue in fiscal 2003 and in fiscal 2002, respectwely, that we derived,
Cither ag a prime contractor or & subcontractor, from contracts with agencies of the Department of
efense ang intelligence community. We expect that we will continue to derive most of our revenue for
e foreseegple future from work performed under Federal Govérnment cofitracts. If we were -
SuSpende d or prohlblted from contracting with the Federal Government generally, or with any
Significant agency of the Department of Defense or the intelligence community, or if our reputation or
relatlonshlp with the Federal Government or any significant agency of the Department of Defense or
the intelligence community Were impaired, or if any of the foregoing otherwise ceased doing business
With us or srgnlflcaﬂﬂy decreased the amount of business it does with us, our busmess prospects,
Inancial ¢ ondition and operatmg results would be materlally adversely affected

Our two largest contracts, in terms of revenues, are the contract with the U.S. Air Force Space
Commang for commumcatlons and computer infrastructure for command and control, information
Management and intelligence and for surveillance and -reconnaissance, or C4128R, and the National

isa Center, or C, contract with the Department of State. The C4I2SR contract generated 22.1% of
our total revenues in frscal 2003 and 23.1% of our total revenues in fiscal 2002. The NVC contract
& nerated 13.9% of our total revenues in fiscal 2003 and 11.0% of our total revenues in fiscal 2002.
The C4128R’and NVC contracts expire in September 2004. Although the NVC contract expires in
004, aggregate expenditures under this contract are capped at $88 million. We currently are awaiting
not lflcatrongof award by the government of the C4I2TSR contract, which is the successor contract to
the ¢ AT2SR contract. ‘We expect to receive a solicitation from the government for the recompetmon of
e NVC gontract during ﬁscal year 2004. Our third largest contract, in terms of revenues, is our
COntract with the- Department of State for application development services, or ADP/ITPS. The ADP
Contract generated 5.1% of our total revenues in fiscal 2003 and 7.9% of our total revenues in fiscal
2002 We won the ITPS contract with the Department of State as the follow on contract vehicle to the
P contract vehicle, which expired in June 2003. The ITPS contract has a five year term, including
Unexercised options through June 2008. We cannot guarantee that we will win the recompete for the
C412TSR and NVC contracts. If we fail to win the recompete for any of these contracts or any of our
our business would be materially adversely affected.

v

Other major contracts, : .
Oyr business could be adversely affected by changes in budgetary pnorltles of the Federal

Overnment.

' erive @ significant portion of our revenue from contracts with the Federal
overnment, We pelieve that the success and development of our business will continue to depend on

Our succesgsful pammpatlon in Federal Government contract programs. Changes in Federal Government
blldgetary prlorltles could directly affect our financial performance A significant decline in government
©Xpendituyres, 2 shift of expenditures away from programs which call for the types of services that we
Provide or a change in in Federal Government contracting policies, could cause Federal Governmental
agencies to reduce their expenditures under contracts, to exercise their right to terminate contracts at
any time mthout penalty, not to exercise options to renew contracts or to delay or not enter into new
Contractg. Any of those actions could seriously harm our business, prospects, financial condition or
c’lDeratmg results. Moreover, although our contracts with governmental agencies often contemplate that
Our serviees will be performed over a period of several years, Congress usually must approve funds for

Becayse we d

C
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. a given program each government fiscal year and may significantly reduce or eliminate funding for a

program. Significant reductions in these appropriations by Congress could have a material adverse
effect on our business. Additional factors that could have a senous adverse effect on our Federal
Government contractmg business include: |

* changes in Federal Government programs or requirements;

* budgetary priorities lirniting or delaying Federal Government spending generally, or by specific
departments or agencies in particular, and changes in fiscal policies or avarlable funding,
including potential governmental shutdowns; -

. reductron in the Federal Government s use of technology solut1ons firms; and

* an increase in the number of contracts reserved for small businesses, or small business set as1des
which could result in our inability to compete directly for these prime contracts. -

Our contracts with the Federal Government may be terminated or adversely modified prior to
completion, which could adversely affect our business.

Federal government contracts generally contain provisions, and are subject to laws and regulations,
that give the Federal Government rights and remedies not typically found in commercial contracts,
including provisions permitting theé Federal Government to: : ‘

* terminate our existing contracts
. reduce potentlal future income from our ex1st1ng contracts
. modlfy some of the terms and conditions in our existing.contracts;

..+ suspend or permanently prohibit us from domg business with the Federal Government or with
any specrfrc government agency;

Te 1mpose fines and penaltles
* subject us to crnnmal prosecution;

. subJect the award of some contracts to protest or challenge by competitors, Wthh may require
the contractmg federal agency or department, to. suspend our performance pendmg the outcome
_of the protest or challenge and which may also require the government to solicit new bids for
the contract or result in the termrnatron reduct1on or modrﬁcatron of the awarded contract;

e suspend work under exrstmg multiple year contracts and related task orders 1f the necessary
- .funds are not appropriated by Congress : : e

. dechne to exercrse an optlon to extend an ex1st1ng mult1ple year contract “and
. clann nghts in technologles and systems 1nvented developed or produced by us.

The Federal Government may terminate a contract w1th us either “for convenience’ ’ (for instance,
due to a change in its percelved needs or its des1re to consolidate work under another contract) or if
we default by farlmg to perform under the contract. If the Federal Government terminates a contract
with us for convenience, we “generally would be entitled to recover only out mcurred or commiitted
costs, settlement expenses and profit on the work completed prior to termination. If the Federal
Government terminates a contract with us based upon our default, we generally would bé denied any
recovery for undehvered work, and instead may be liable for excess costs incurred by the Federal
Government in procuring undelivered items from an alternat1ve source. As is‘common with government
contractors, we have expenenced and continue to experience occasronal performance issues under some
of our contracts We ‘may in the future rece1ve show-cause or cure notrces under contracts that 1f not
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addressed to the Federal Government’s satisfaction, could give the government the right to terminate
those contracts for default or to cease procuring our services under those contracts. -

Our Federal Government contracts typlcally have terms of one or more base years and one or
more option years. Many of the option periods cover more than half of the contract’s potential term.
Federal governmental agencies generally have. the right not to exercise options to extend a.contract, A
decision to terminate or not to exercise options to extend our existing contracts could have a rnatenal
adverse effect on our busmess prospects frnancral condltlon and results of operatlons

Certain of our Federal Government contracts also contam ‘organizational conﬂrct of mterest
clauses that could limit our ability to compete for certain related follow-on contracts. For example,
when we work on the design of a particular solution, we may be precluded from competing for the
contract to install that solution. While ‘we.actively. monitor our contracts to avoid these conflicts, we
cannot guarantee that we will be able to-avoid all organizational conflict of interest issues.

If we fail to establish and maintain important relationships with government entities and agencies, our
ability to successfully bid for new business may be adversely affected. -

To develop new business opportunities, we primarily rely on establishing and maintaining .-
relationships with various government entities. and agencres We may be unable to successfully mamtam
our relationships with government entities and agencies, and any failure to do so could materially
adversely affect our ability to compete successfully for new busmess

We derive significant revenue from contracts and task orders awarded through a competltlve bidding
process. If we are unable to win new awards or successfully compete for renewal contracts, our
business and prospects may be adversely affected. » :

A significant number of our.contracts and.task orders with the Federal: Government are awarded
through a competitive bidding process. We expect that much of the business that we will seek in. the
foreseeable future will continue to be awarded through competitive bidding of new contracts and task
orders and contracts subject to renewal. Recently, members of Congress and administration officials
have authorized changes to the procurement process intended to increase competition among -Suppliers
to the Federal Government. Budgetary Ppressures and reforms in the procurement process have caused
many Federal Government clients to increasit ‘vgly purchase goods and services through indefinite
dehvery/mdefrmte quantlty, or ID/IQ contracts 1nclud1ng General Services Adrnrmstranon contracts or

increased competrtron and prrcrng pressure by concentratrng work undér fewer contracts and requrnng
competition both. prior to the initial award of-the contract and throughout the term of thecontract in
order to obtain task orders for the services we provide, requiring that we make sustained post-award
marketing efforts to realize revenue under each such contract. These contracts generally approve
particular contractors to provideé spemﬁed goods and services to the applicable governmental agency but
generally do not obligate the agency to purchase.any particular amount of goods or services.-To procure
goods or services under the contract, the agency generally awards task orders to perform specified
services or to supply spec1f1ed goods pursuant o cornpetrtrve bidding among approved contractors.
Thus, ‘the existence of a contract "does not ensure future revenue; rather, the contract merely provrdes
us the opportunrty to compete for add1t10na1 work. An’ ‘agency may admmlster an ID/IQ contract in
which it procures goods and services for 1tse1f Under ‘the same contract, other federal agencres may.
also procure goods, and services. These contracts are known as GWACs. When' mu]trp]e prime
contractors hold GWACs for the same goods and services, all of them aré ehgrble to supply goods and .
services under the contract As'a result, quahﬁed contractors often’ compete with each ‘other to obtaln
task orders under a_ GWAC Sunllarly, GSA contracts, iricluding contracts commonly known as GSA
Schedule contracts, are procurement contracts ‘administered by the GSA on behalf of the entire Federal
Goverament. Like GWACs, multiple contractors may be awarded GSA contracts for the same goods
and services. As a result, an agency may procure goods and services from any contractor awarded the
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GSA contract at the prices and on the terms stated in the contract. Moreover, even if we are highly
qualified to work on a particular new contract or a contract subject to renewal, we might not be
awarded business because of the Federal Government’s policy and practice of procuring goods and
services from multiple contractors in order to maintain a diverse base of contractors. -

The competitlve bidding process presents a number of risks, including the following:

» we expend substantial funds, managerial trme and effort to prepare b1ds and proposals for
contracts that we may not win; _

* _we may be unable to estimate accurately the resources and cost that will be required to service
any contract we win, which could result in substantial cost overruns; and

e we may encounter expense and delay if our competitors protest or challenge awards of contracts
to us in competitive bidding, and any such protest or challenge could result in a requirement to.-
resubmit bids on modified specifications or in the termination, reduction or modification of the
awarded contract

The governrnent contracts for whrch we compete typically have multiple year terms and 1f we are .
unable to win a particular contract, we generally will be foreclosed from competing again for that
contract until its expiration several years later. If we are unable to win new contract awards, our
business and prospects will be adversely affected. In addition, upon the expiration of a contract, if the -
client requires further services of the type provided by the contract, there is frequently a competitive
rebidding process. Approximately 36% of our revenue recognized during fiscal 2003 was derived from
contracts that we expected to become subject to recompetition bids prior to the end of government
fiscal 2004 (ending September 30, 2004). There can be no assurance that we will win any particular bid
or recompetition bid, or that we will be able to replace business lost upon expiration or completion of
a contract, and the termination or nonrenewal of any of our significant contracts or a substantial
portion of our other contracts could materially adversely affect our operating results.

Our busmess may suffer if our facrlrtles or our employees are unable to obtaln or retarn the securlty
clearances or other qualrf' ications needed to perform services for our clients.

Many of our Federal Government contracts requrre employees and facilities used in. specrfrc
engagements to hold security clearances and to clear National Agency Checks and Defense Securrty '
Service -checks. Many of our contracts require us to employ personnel with specified levels of .
education, ‘work experience andsecurity clearances. Depending on the level of clearance, securrty
clearances can be difficult and time-consuming to obtain. If our employees or -our facilities lose or are
unable to obtain necessary security clearances or successfully clear necessary National Agency or - -
Defense Security Service checks, we may not be able to: win new business. and. our existing clients could
terminate their contracts with us or decide not to renew them. To the extent we cannot obtain or
mamtam the secur1ty clearances necessary for our facilities or our employees workmg on a partrcular L’
contract or to the extent our facilities or our employees do not successfully cledr necessary National
Agency Checks or Defense Security Service checks, we may not derive the révenue antrcrpated from the
contract, and -our operating results could be materially adversely affected. .

We must comply wrth a varrety of laws, regulatlons and procedures and our failirre to comply could
harm our operatlng results.

We must observe laws and regulatrons relatmg to the formatron admrnrstratron and performance
of Federal Government contracts which affect how we do business with our clients and impose added
costs on our business. For example,. the Federal Acquisition Regulation and the industrial securrty LT
regulations of the Department of Defense and related laws include provisions that: RIS

. allow our Federal Government clients to termmate or not renew our contracts if we come under
‘foreign ownership, control or influence;
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* require us to drsclose and certify cost and pricing data in connect10n with contract negotlatlons,
* require us to prevent unauthonzed access to classified information; and

* require us to comply with laws and regulatlons intended to promote various social or economic
goals.

We are subject to industrial security regulations of the Department of Defense and other federal
agencies that are designed to safeguard against foreigners’ access to classified information. If we were
to come under foreign ownership, control or influence, we could lose our facility security clearances,
which could.result in our Federal Government customers terminating or dec1d1ng not to renew our

_ contracts, and could impair our ability to obtain new contracts.

In addition, our employees often must comply with procedures required by the specific agency for
which work is being performed such as time recordatron or prohibition on removal of materials from a
location.. : :

Our failure to comply with applicable laws, regulations or procedures, including federal -
procurement regulations and regulations regarding the protectron of classified ‘information, could result
in contract termination, loss of security clearances, suspension or prohibition from contracting with the
Federal Government, civil fines and damages and criminal prosecutlon and penaltres any of which
could materially adversely affect our business.

The Federal Government may revise its procurement or other practlces in'a manner adverse to us.

The Federal Government may revise its procurement practices or adopt new contractlng rules and
regulations, such as cost accounting standards. It could also adopt new contracting methods relating to
GSA contracts, GWACs or other government-wide contracts, or adopt new standards for contract
awards intended to achieve certain social or other policy objectives, such as establishing new set-aside
programs for small or minority-owned businesses. In.addition, the Federal Government may face: -
restrictions from new legislation or regulations, as well as pressure from government employees and
their iinions, on the nature and amount of services the Federal Government may obtain from private
contractors. These changes could impair our ability to obtain new contracts or contracts under which
we currently perform when those contracts are. put up for recompetition bids. Any new contracting
methods could be costly or administratively difficult for us to implement, and, as a result, could harm
our operating results. For example, the Truthfulness, Responsibility. and Accountability.in Contracting -
Act, proposed in 2001, would have limited and severely delayed the Federal Government’s ability ‘to use
private service contractors. Although this proposal was not enacted, it or similar legislation could be- -
proposed at any time. Any reduction in the Federal Government’s use of private contractors to prov1de
federal information technology services could matenally adversely 1mpact our business.

Our contracts and administrative processes and systems are sub_]ect to audits and cost adjustments by
the Federal Government, which could reduce our revenue, dlsrupt our busmess or otherwise adversely
aﬂ'ect our results of operatnons. T

Federal governmental agencies, 1nc1udmg the Defense Contract Alldlt Agency, or DCAA routlnely
audit and investigate government contracts and government contractors’ administrative processes and
systems. These agencies TEview our performance on contracts, pr1c1ng practrces and cost structure. They
also review our compliance with applicable laws, government regulations, policies and standards and the
adequacy of our internal control systems and policies, including our purchasing, property, estimating,
compensation and management information systems: Any costs found to be improperly allocated to a
specific contract will not be reimbursed, and any such costs alréady reimbursed must be refunded.
Moreover, if any of our administrative processes and systems are found not to comply with the
applicable requirements, we may be subjected to increased government scrutiny or required to obtain
addrtronal governmental approvals that could delay or: otherw15e adversely affect our ability to compete
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for or perform contracts. Therefore, an unfavorable outcome to an audit by the DCAA or another
government agency, such as the Defense Security Service, or DSS, which verifies security compliance,
could materially adversely affect our competitive position and result in a substantial reduction of our
revenues. If a government investigation uncovers improper or illegal activities, we may be.subject to
civil and criminal penalties and administrative sanctions, including termination of contracts, forfeitures
of profits, suspension of payments, fines and suspension or debarment from doing business with the
Federal Government. In addition, we could suffer serious reputanonaI harm if allegatrons of
impropriety were made against us.

Failure to malntam strong relatlonshlps with other government contractors could result in a dechne in
our revenue.

. We derrved 15 7% of our total revenue in fiscal 2003 and 17.1%. of our total revenue in ﬁscal 2002
from contracts under which we acted as a subcontractor or from “teaming” arrangements in which we.
and other contractors jointly bid on particular contracts or programs. As a subcontractor or team .
member, we often lack control over fulfillment of a contract, and poor performance on the contract
could tarnish our reputation, even when we perform as required. We expect to continue to depénd on
relationships with other contractors for a portion of our revenue in the foreseeable future. Moreover,
our revenue and operating results could be materially adversely affected if any prnne contractor or -
teammate ‘chooses to offer a client services of the type that we provide or if any prime contractor or
teammate teams w1th other companies to independently provide those servrces e

The calculatlon of our backlog is subject to numerous uncertainties, and we may not receive the full
amounts of revenue estrmated under the contracts included in our backlog, whlch ‘could reduce our '
revenue in future perlods

Backlog is our estimate of the amount of revenue we expect to reahze over the remammg hfe of
the awarded contracts and task orders we have in hand as of the measurement date. Our total backlog
consists of funded and unfunded backlog. We define funded backlog as estimated future revenues
under government contracts and task orders for which funding has been appropriated by Congress and
authorized for expenditure by the applicable agency, plus estimated future Tevenues we expect to B
receive under signed purchase orders with commercial clients. Unfunded backlog is the difference .
between total backlog and funded backlog. Unfunded backlog reflects our estimate of future revenues
under awarded government contracts and task orders for which either funding has not been O
appropriated or expenditures have not been authorized. Our total backlog does not include estimates of
revenue from GWAC or GSA schedules beyond contract or task order awards, but our unfunded
backlog does include estimates of revenue beyond contract or task order awards for other types of ID/
IQ contracts, including our C4I2SR contract with the U.S. Air Force Space Command. :

The calculation of backlog is highly subjectlve and is subject to numerous uncertainties and
estimates, and there can be no assurance that we will in fact' receive the amounts we. have" included i in
our backlog. Our assessment of a contract’s potential value is based upon factors such as historical =
trends, competition and budget availability. In the case of contracts which may be renewed at the
optlon of the applicable agency, we generally calculate backiog by assuming ‘that the agency ‘will
exercise all of its renewal options; however; the applicable agency may elect not to exercise its renewal
options. In addition, federal contracts typically are only partially funded at any point during their term,
and all or some of the work to be performed under a contract may remain unfunded unless and until
Congress makes subsequent appropriations and the procuring agency allocates funding to the contract.
Our estimate of the portion of backlog from which. we expect to recognize revenues.in fiscal 2004 or
any future penod is likely to be inaccurate because the receipt and trmmg of any of these revenues is
dependent upon subsequent appropriation and allocation of funding and is subject to various
contingencies, such as timing of task orders, many of which are beyond our control. In addrtron we
may never receive revenues from some of the engagements that are included in our backlog and this
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risk is greater with respect to unfunded backlog. The actual receipt of revenues on engagements
included in backlog may never occur or may change because a program schedule could change, the
program could be canceled, the governmental agency could elect not to exercise renewal options under
a contract or could select other contractors to perform services, or a contract could be reduced,
modified or terminated. We adjust our backlog on a quarterly basis to reflect modifications to or
renewals of existing contracts or task orders, awards of new contracts or task orders, or approvals of
expenditures. Additionally, the maximum contract value specified under a government contract or task
order awarded to us is not necessarily indicative of the revenues that we will realize under that
contract. We also derive revenues from ID/IQ contracts, which typically do not require the government
to purchase a specific amount of goods or services under the contract other than a minimum quantity
which is generally very small. If we fail to realize revenue included in our backlog, our revenues and -
operating results for the then current fiscal year as well as future reportmg per1ods could be rnaterrally
adversely affected. C :

Loss of our GSA contracts or GWACs would impair our abrhty to attract new busmess.

. We are a prime contractor undet several GSA contracts and GWAC schedule contracts. We- belreve
that our ability to continue to provide services under these contracts will continue to be important to
our business because of the multlple opportunities for new engagements each contract provides. If we -
were to lose our position as prime contractor on one or more of these contracts, we could lose ... . ..
substantial revenues and our operating results could suffer. GSA contracts and. other GWACs typically .
have a one or two-year initial term with multiple optrons exercisable at the government client’s
discretion to extend the contract for one or more years. We cannot be assured that our government _
clients will continue to exercise the optrons remaining on our current contracts, nor can we be assured
that our future clients wrll exercise optrons on any contracts we may. receive in the future.” ‘

Risks Assoclated- with Internatlonal-(_)peratl_ons. S RN

Our international business ‘exposes us to additional risks including e)rchange rate fluctuations,
foreign tax and legal regulatrons and polrtrcal or economic instability that could materrally adversely
affect our operatmg results o

In connection with our rnternatlonal operations (lncludmg 1nternat10nal operatrons under U S.
government contracts), we,are. subject to risks assocrated with operatmg in and. selhng to forergn :
countries, including: : : -

. devaluatrons and ﬂuctuauons in currency exchange rates

. changes In or 1nterpretat10ns of foreign regulanons that may adversely affect our abrllty to sell
all of our products or repatrrate profrts to the United States; :

* imposition of lumtatrons on conversions of forergn currencres into. dollars

* imposition of limitations on or increase of wrthholdrng and other taxes on rernrttances and other
payments by forergn subsrdranes or joint ventures

* comphance with the local labor laws of the countries in whrch we: operate

. hyperrnﬂatron or polrtrcal instability in forergn countnes

_potential personal m]ury to our personnel who may. be exposed to; rn1htary conﬂrct srtuatrons in "
foreign countries; R . . ;

. lmposmon or increase of rnvestment and other restr1ctrons or requuements by forergn
g0vernments and )
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* U.S. arms export control regulatrons and pohcres, which govern our ab1hty to supply forergn
affiliates and customers. :

Although our international operations are not currently substantial, to the extent we expand our
international operations, these and other risks associated with international operations are likely to
increase. Although such risks have not harmed our operating results in the past, no assurance can be
given that such risks will not materially adversely affect our operating results in the future. .

If subcontractors on our prime contracts are able to secure positions as prime contractors, wé may
lose revenue.

For each of the past several years, as the GSA schedule contracts and GWACs have increasingly
been used as contract vehicles, we have received substantial revenue from government clients relating”
to work perforrned by other information technology providers acting as subcontractors to us. In some
cases, companies that have not held GSA schedule contracts or secured positions as prime contractors
on GWACs have approached us in our capacity as a prime contractor, seeking to perform services as ,
our subcontractor for a government client. Some of these prov1ders that are currently acting as~
subcontractors to us may in the future secure positions as prime contractors upon renewal of the GSA
schedule or a GWAC contract. If one or more of our current subcortractors are awarded prime
contractor status in the future, it could reduce or eliminate our revenue for the work they were
performing as subcontractors to us. Revenue derived from work performed by- our subéontractors -
represented approxrmately 13% of our revenue for each of fiscal 2002 and 2003. .-

Risks Related to Our Busmess
We have incurred net losses in the past and our revenue and operatmg results could be volatrle

Tn fiscal 2003 and 2002, we had net icome attributable to common stockholders of $7. 4 mﬂhon .
and $529,000, respectively. We incurred net losses attributable to common stockholders of $2. 8 million -
and $2.3 million for fiscal 2001 and 2000, respectively. We cannot assure you that we w111 not mcur net
losses attributable to common stockholders in the future. -~ - B R

.. Our revenue and operating results may vary significantly from quarter to quarter. In part1cular 1f
the Federal Government does not pass, or delays passing, an appropriation act for each government .
fiscal year beginning on October 1, or fails to pass a resolution maintaining current funding levels until
passage of an appropriation act, federal agencies may be forced to suspend our -contracts, delay - .7
payments for work performed and delay the award of new and follow-on contracts and task orders due:
to a lack of funding: We are unable to predict the amount and timing of equipment purchases: requrred

by the U.S. Air Force Space Command C4I2SR contract.-The timing of purchases under this. contract

affects our revenue and operating results, sometimes substantially, and we expect that these fluctuations
will continue for the term of the contract. Further, the rate at which the Fedéral Government procxir‘e’s
technology may be negatively affected depending on- priorities. of presidential administrations or senior
government officials. Therefore, our historical operatmg results may not be a good indication of our
future performance. Our quarterly operating results may not meet the expectatrons of securities’
analysts or.investors, which in turn may have an adverse effect on the market price of our common
stock. Our quarterly operating results may also fluctuate due to nnpalrment of goodwrll charges
required by recent changes in accounting standards. - : LT :

We may lose money or generate less than ant1c1pated profits if we do not accurately est1mate the cost
of our performance under fixed price or time and materials contracts. . I T

"~ Some of our contracts requlre that we perform on a fixed price basrs We derived 26'6% of - ‘our‘-‘” 5
total revenue in fiscal 2003 and 17:3% of our total revenue in fiscal 2002 from fixed price contracts. A’
fixed price contract generally provides that we will receive a spec1f1ed pnce for our performance under
the contract, regardless of the cost to us of such performance This requires that we accurately estimate
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the cost that we will incur to perform our obligations under any contract. at the time that we Submit
our proposal or offer to the applicable government agency. When making proposals for engagements
on a fixed price basis, we rely on our estimates of costs and timing for completing the projects. These
estimates are subject to numerous variables and uncertainties, and there can be no assurance that the

costs of performing under any fixed price contract will not exceed, perhaps substantially, our estimates,
Any increased or unexpected costs or unanticipated delays in connection with the performance of fixed
price contracts, including costs and delays caused by factors outside our control, could make these
contracts less profitable than anticipated or could cause us to incur losses, which could be'substantial,
on these contracts. In the past, we have from time to time incurred losses on some fixed price contracts
and our profits on some fixed price contracts have been less than anticipated. Our operating results
could be materially adversely affected if the actual costs of performing under these contracts exceed
our estimates.

Many of our contracts are performed on a time and materials basis. A time and materials contract
typlcally provides that we are paid a fixed hourly rate for direct labor costs expended and reimbursed
for allowable materials, costs and expenses. We derived 35.1% of our total revenues in fiscal 2003 and

42.1% of our total revenues for fiscal 2002 from time and materials contracts. While time and materials
contracts are generally subject to less uncertainty than fixed price contracts, to the extent that our
actual labor costs are higher than the contract rates, we may lose money on the contract.

Our margins and operatmg results may suffer if cost reimbursable contracts increase as a percentage
of our total government contracts.

In general, cost reimbursable contracts are the least profitable of our government contracts. Our
cost reimbursable contracts generally provide for reimbursement of costs, which are determined to be
reasonable, allowable and allocable to the contract, as well as payment of a fee representing the profit
margin negotiated between us and the contracting agency, which may be fixed or performance based.
Our time and materials contracts generally are more profitable than our cost reimbursable contracts.
Cost reimbursable contracts contributed 38.3% and 40.6% of our total revenues in fiscal 2003 and fiscal
2002, respectively. To the extent that cost reimbursable contracts represent an increased proportion of
our total government contracts our operating results could ‘be matenally adversely affected.

Our markets are highly competitive, and many of the companies we compete against have substantially
greater resources.

We operate in hlghly competmve markets that include a ‘large number of participants and involve
intensé competition to win contracts. Many of our competitors may compete more effectively than we
can because they are larger, have greater financial and other resources, have better or more extensive
relationships with government officials involvéd in the procurement process and have greater brand or
name recognition. In order to stay competitive in our industry; we must attract and retain the highly
skilled- employees necessary to. provide our services and keep pace with changing technologies and
client preferences. In addition, some of our compet1tors have established alliances or strategic
relationships among themselves or with third parties in order to-increase their ability to address client
needs. As a result, new competltors or alliances among competitors may emerge and compete more
effectlvely than we can. There is also a 51gn1flcant industry trend towards consolidation which may
result in the emergence of larger companies that may be better able to compete with us. If we are
unable to compete effectlvely, our business could be materially adversely affected.

Our failure to attract and retain qualified employees, including our executive and senior management
team, may adversely affect our busmess

Our continued success depends to a substantial degree on our ability to recruit and retain the

. technically skilled personnel we need to serve our clients effectively. Our business involves the

development of tailored technology solutions’ for our clients, a process that relies heavily upon the
expertise and services of our employees. Competition for skilled personnel in the information

" technology services.industry is intense, and technology service companies often experience high attrition

among their skilled employees. Recrultmg and training these employees require substantial resources.
Our failure to attract and retain technical personnel could increase our costs of performing our
contracts, reduce our ability to meet’ our, chents needs, limit our ability to win new business and
constrain our ability to grow.




In addition to attracting and retaining qualified technical personnel, we believe that our success
will depend on the continued employment of our executive and senior management team and its ability
to generate new business and execute projects successfully. We believe that the personal reputations of
our management team members and the business relationships between individual members of our
management team and governmental officials involved in the procurement process and related areas
are critical elements of obtaining and maintaining client engagements in our industry, particularly with
agencies performing classified operations. To create and maintain these client relationships, identify
potential business opportunities and establish our reputation among our current and potential clients,
we depend on our senior management team. The loss of any of our senior executives could cause us to
lose client relationships or new business opportumtles which could matenally adversely affect our

business.

A substantial majority of our historical growth has been due to acquisitions and we may have difficulty
identifying and executing future acquisitions on favorable terms, which may adversely affect our results

of operations and stock price.

A substantial majority of our historical growth was the result of acquiéitions, and the selective
pursuit of acquisitions remains one of our key growth strategies. We cannot assure you that we will be
able to identify and execute suitable acquisitions in the future on terms that are favorable to us; or at

all. ‘ _
We may encounter other risks in executmg our acquxsmon strategy, including:

* increased competmon for acquisitions which may increase the price. of our acqu1s1t10ns and

* our failure to discover material: liabilities during the due diligence process, including the failure
of prior owners of any acquired businesses or their employees to comply with applicable laws or
regulations such as the Federal Acquisition Regulation and health, safety, employment and
environmental laws, or their failure to fulfill thelr contractual obl1gat10ns to the Federal

) Government or other chents

In connection w1th any future acquisitions, we may dec1de to consohdate the operations of any.
acquired business with our existing operations or to make other changes with respect to the ‘acquired -
business, which could result in special charges or other expenses. Our results of operations also may be
adversely affected by expenses we incur in making acquisitions and, in the event that any.goodwill
resulting from present or future acquisitions is found to be impaired, by goodwill impairment charges.

As of December 27, 2003, we had approxnnately $39.8 million of goodwill resulting from acquisitions ‘

on our balance sheet and, to the extent we make future acquisitions, the amount of goodwill could
increase, perhaps substantlally Any of the busmesses we acquire may also have habﬂmes o1 adverse

operatmg issues.

In addltlon our ablhty to make future acquisitions may require us to obtam addmonal fmancmg
and we may be materially adversely affected if we cannot obtain additional financing for any future
acquisitions. To the extent that we seek to acquire other t busmesses int exchange for our common stock
fluctuations in our stock price could have a material adversé effect on our ability to complete '
acquisitions and the issuance of common stock to acquire other businesses could be dilutive to our
stockholders. To.the extent.that we use borrowings to acquire other businesses, our debt service -
obligations could. inerease substantially and relevant debt instruments may, among other things, irnpose
additional restrictions on our operations, require us to comply with additional fmanc1al covenarts or
require us to pledge addltlonal assets . to secure our borrowmgs :
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We may have difficulty integrating the operations of any companies we acquire, which may adversely
affect our results of operations. ' ' ‘

The succegs of our acquisition strategy will dep¢qd upon our ability to successfully integrate any
businesses e may acquire in the future. The integration of these businesses into our operations may
result in unfyregeen events or operating difficulties, absqrb signi_figant management attention and
require Significant financial resources that wquld _otherw1se be.: avaﬂal?le for the ongoing development of
our businegg These integration difficulties could include the integration of personnel with disparate
business baCkgroundS the transition to new information systems, coordination of geographically
dispersed Organizatidr’ls, loss of key employees of acquired companjes angl reconciliation of different
Corporate cyjiyres. For these or other reasons, we may be upable to_retam key c'lients Or to retain or
TCNEW Contracts of acquired companies. Moreover, any apquged business may fail to generate the
Tevenue or pet income we expected or produce the efﬁqenmeg or cost-savings that we anticipated. Any
of these Outcomes could materially adversely affect our operating results.

If we are unable to manage our growfh, our business may be adversely affected.

rowth has placed significant demands on our management, as well as on our
administrathe operatioﬂal and financial resources. If we continue to grow, we must improve our
operationa], fi;lancial and management injormation systems and ‘expand, motivatg aqd manage our
workforce, 1¢ we are unable to do so, Qr:_lf new systems that we implement to assist in managing any
future 8rowth do not produce the expected benefits, our business, prospects, financial condition or
operating regyrs could be materially adversely affected. o S ,

Sustaimng our g

Systems failures may disrupt: our business and have an adverse effect on our results of operations.

Any Systems failures, including failu_re of netwgrk,_sqftware or hardware systems, whether caused
by us, a third-party service provider, unauthorized intruders and hackers, computer viruses, natural
disasters, Power shortagesyor terrorist attacks, could cause loss of data and interruptions or delays in
our businesg o that of our clients. In addition, the failure or disruption of mail, communications or
utilities could cause us to interrupt or suspend our op_erations or otherwise harm our business. Our
PIOPerty and pusiness interruption vinsura‘nce may be made;quate; to compensate us. for losses that may
OCCUr s a.regy]t of any System of operational failure or dlsvruptlo.n, and insurance to cover these types
of risks may not be available in the future on terms that we consider acceptable, if at all.

The Systems and networks that we maintain for our Client}s,_ although redundant in their design,
could also ¢,5;. If a system OF network we maintain were to fail or experience .ser'vice i_Ixt.er_rupt'ic')ns, we
glight €XPerience loss of revenue or face claims for dﬂamagesvor contract tegnmaﬁqn. Our !iab.lhty
msurance Thay be inadequate to compensate us f_oF damages that we might incur dand ‘habll;ty insurance
to c;)lver thege types of risks may not be available in the future on terms that we consider accr;ptable, or
atall. - . . o : : Lo . ‘

If our’ S“béontfﬁctors fail to perform their cdhtractu?al obligallt*iolhs, our pefformah_pé as a prime
contractor and our abiiity to obtain future business could be materially and adversely impacted.

Approgdmate'ly 13%. of our total revenue in each of fiscal 2003, fiscal 2002 and fiscal 2001 was
generated by work performed by subcontractors who perform a portion of the ,worlf we'are obligated to
dgliver tO our clients. A failure.-by one or more of our subcontractors tp;sat‘lsfactorﬂy deh\fer on a
timely basig the agreed-upon supplies and/or perform the agr;ed-upon-se_r.vmes may materially and
adversely affect our ability to perform our obligations as a prime contractor. In extreme cases, a
Subcontractor’s pefformance deficiency could result in the Fede_ral_(}overnment terminating our
contract for gefault, A default termination could expose us to ha_@hty for excess costs of reprocurement
by the 80Vernment and have a material adverse effect on our ability to compete for future contracts

and task Orders.
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Our indebtedness and debt service obligations may increase substantrally and we will be subject to
restriction under debt instruments.

As of February 20, 2004, we had approximately $49 million of debt outstanding under our credit
facility. Contemporaneously with the closing of our acquisition of Matcom on January 21, 2004, we
amended and restructured our prior credit facility and increased the borrowing capacity to $80 million,
which consists of both revolving credit and term loans. Borrowings available under our amended credit
facility were used as part of the acquisition of MATCOM -and will also be used to finance our future
business needs, including acquisitions, when and if we 1dent1fy surtable acquisition targets. Our leverage
may incréase as a result of any future acqulsmons and, accordmgly, the arnount of our mdebtedness
will likely i mcrease perhaps substantlally :

.
N

Our mdebtedness could have significant negatrve consequences mcludmg
-~ increasing our vulnerability to general adverse economic and 1ndustry conditions;
. lrmltmg our ablhty to obtarn addrtronal fmancmg, ‘

+ requiring that a substant1al portlon of our cash ﬂow from operations be apphed to pay our debt
. service obhgatlons, thus reducing cash available for other purposes;

' hmrtmg our ﬂexrbrhty in planmng for or reactrng to changes in our busmess or in the mdustry in
which we compete; and

* placing us at a p0551b1e dlsadvantage compared to our compet1tors with less leverage or better
access to caprtal

Our credit facility bears interest at variable rates based upon prevailing market interest rates
which exposes us to the risk of increased interest rates. Also our credit facrhty requrres that we comply
with various financial covenants and i 1mpose restrictions on us, mcludmg restrictions on, among other
things, our ablhty to mcur addmonal mdebtedness or hens make acqursmons and pay dividends on our
capital stock. -

Our ability to make scheduled payments of the principal of, to pay interest on, or to refinance, our
debt will depend primarily on our future. performance, which to a certain extent is subject to the
economic, financial, competitive and other factors beyond our control. There can be no assurance that
our business will continue to generate sufficient cash flow from operations in the future to service our
debt or meet our other cash needs. If we are unable to generate this cash flow. from our business, we
may be required to refinance all or a portion of our existing debt, sell assets or obtain additional.
financing to meet-our debt obligations and other cash needs. We cannot assure you that any such
refinancing, sale of assets or additional fmancmg would be possible on terms that we would find .
acceptable.

If we fail to comply with the flnanmal covenants in our new credlt facﬂlty, our lenders may exercise -
remedies, including requiring imimediate repayment of all outstandmg amounts. The fmancral covenants
in our new credit facility include the following: = - = = o s SRR : »

* a leverage ratio that requires us to maintain a ratio of funded debt to consohdated EBITDA for-
such period, on.a consolidated basis for the twelve month period ending on the last day of .any
fiscal quarter, of no more than 3.00 to 1.0 through Sepfember 30, 2004, 2.75 to 1.0 from ST
October 1, 2004 through September 30 2005 and 2, 50 to 1 0 from October 1, 2005 and g
* thereaffer; : [ R VT o

. a frxed charge coverage ratro that requrres us fo mamtam a ratio, on a consohdated basis for the‘
twelve month period endmg on the last day’ of any flscal guarter, of (1) consohdated EBITDA
less consohdated caprtal expendrtures for such perrod to (id) the surn of consohdated mterest
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expense plus scheduled funded debt payments plus cash taxes for such per1od of greater than or
equal to 1.10 to 1.0; : :

« the amount of consolidated capital expenditures made in cash during any fiscal year is limited to
2.00% of consolidated gross revenues plus the unused. portion on consolidated capital =~ = ol
expenditures that would have been permitted in the previous fiscal year in an amount not to
exceed $1,000,000;.and : . :

_‘_,_"the amount of consolidated nét worth must be equal to or greater than the sum of =

(i) $69,000,000, (ii) on a cumulative basis as of the end of each fiscal quarter begmmng Wlth the
quarter ending March 31, 2004, 50% of corisolidated net mcome for the fiscal quarter then -
ended, and (iii) 100% of the net cash proceeds from any equ1ty issuance occurnng after e
January 21, 2004. : : - S :

The borrowings and other amounts due under our new credit‘facility are secured by substantially
all of our current and future tangible and intangible assets, including accounts receivable, inventory and
capital stock of our existing or future subsidiaries. Our ability t6 obtain other debt financing may
therefore be adversely affected because the lenders under our new credit facility will have:a prior lien
on our assets to secure amounts we owe to them. In addition, upon the occurrence of specified events
‘of default under the new credit facility, the lenders would be entitled to demand. 1rnmed1ate .epayment
of all borrowings ‘and other amounts outstanding under the facility and to realrze upon the collateral
pledged under the facility to satrsfy our obligations to them.

The credlt fac111ty also requires us to comply with certain covenants mcludmg, among others, ‘
provisions:

. relatmg to the mamtenance of our assets secunng the debt:
. »'restrrctlng our ab111ty to pledge assets or create other liens;
. restr1ct1ng our ability to incur add1t1onal debt beyond certain levels and in certaln cncumstances, ,
« restricting our ability to maké certain distiibutions, investments and restricted payments B
including dividend payments on our equity securities;
: . e restricting our ability to-alter the conduct of our business or corporate existence; - -
* restricting our ability to amend, modify, cancel, terminate or fail to renew materxal contracts
» restricting our ability to enter into transactions with affiliates; .~ . .. ERRNET A PR
.-* restricting our ability to consolidate; merge, or sell our assets; . .- - = . ¢, v B "
* restricting our ab111ty to purchase property Or assets other than in the ordrnary course. of
business; and .~ - .. : : '
s restricting our ability to amend modlfy or change our orgamzatlonal documents 1nclud1ng our -
charter and bylaws Lo v S L L : . e

Risks Related to Our Common Stock and any
Offenng Made Pursuant toa Reglstratlon Statement

Ownershlp of our stock is concentrated and this small group of stockholders may exercise substantlal
control over our actlons §

Based on shares outstandmg as of February 20 2003 1nvestment partnershrps and a hm1ted
liabrhty company managed by Frontenac Company beneficially own approximately 33.0% of our
outstanding-common stock, and. our officers and directors beneficially own, in the aggregate,
approximately 40.7% of our outstanding stock. The percentage of our shares owned by our directors
and officers as set-forth in the preceding sentence includes the shares owned by partnershxps and a
limited hablhty company managed by Frontendc Company because ‘two of i our directors are aff1hates of
Frontenac ‘Company and are therefore deemed to benef1c1ally own, those shares. These: stockholders if
acting together, have the ab1hty to substantially influénce the election of diréctors and other corporate
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actions. In addition, these partnerships and this limited l1ab1hty company, if acting together, also have
the ability to substantially influence the election of directors and other corporate actions. This
concentration of ownership may also have the effect of delaying or preventing a change in our control.

Our management could apply the proceeds of any offering made pursuant to a registrati'on statement
to uses that do not increase our market value or improve our operating results

We intend to apply the net proceeds from any offermg made pursuant to a registration statement
to repay debt, to acquire other business and technologies and for working capital and other gereral

corporate purposes. We have not reserved or allocated the net proceeds for any specific purpose, ‘and

we cannot state with certainty how our management will use the net proceeds. Accordingly, our
management will have considerable discretion in applying the net proceeds. We may use the net
proceeds for purposes that do not result in any increase in our market value or improve our results of

operatrons

AR
Provrsrons of our charter and bylaws and Delaware law make a takeover of our company more I

drfficult

Our ba51c corporate documents and Delaware law contam provrsrons that rmght enable our
management to resist an attempt to take over our company. For example, our board of directors can
issue shares of common stock and preferred stock without stockholder approval, and the board could
issue stock to dilute and adversely affect various rights of a potential acqulror Other prov1srons of our
charter and bylaws that could deter or prevent a third party from acquiring us include: '

» the division of our board of directors into three separate classes serving staggered three-year
terms; . R

* the absence of cumulative voting in the election of our directors, which means that the holders

-of a majority of the voting power of our outstandmg capital stock have:the power to elect all of' :

our directors;

. l1m1tat10ns oii the ability of our stockholders to remove directors and the provisions requrrmg
that vacancies in our board of directors must be filled by the remaining directors;

* prohibitions on our stockholders from actrng by written consent or calhng spec1al meetmgs and
* procedures for advance notification of stockholder nominations. '

" We are sub]ect to Section 203 of the Delaware General Corporatron Law that, subject'to '
exceptions, would prohibit us from engaging in any business combination with any interested
stockholder, as defined in that section, for a period of three years following the date on which that
stockholder became an interested stockholder.

The board could use these and other provisions to discourage, delay or prevent a change in the
control of our company or a change in our management. These provisions might also discourage, delay
or prevent an acquisition of our company at a price that you may find attractive. These provisions
could also make it more difficult for you and our other stockholders to elect directors and take other
corporate actions and could limit the price that investors might be willing to pay for shares of our
common stock.

" Future sales of shares of our common stock and the resulting dilution that would occur with such

sales could cause the market price of our common stock to decline.

Sales of a substantial number of shares of common stock in the public market in the course of any
offering made pursuant to a registration statement, including any subsequent registration statement, or
the perception that such sales could occur, could materially adversely affect the market price of our
common stock and make it more difficult for us to sell equity securities in the future at a time and
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price we deem appropriate. As of February 20, 2004, we had 8,459,422 shares of common stock
outstanding. Lo : L e

Item 2. Propert‘ie“s;

As of December 27, 2003, we k;aseaklo offices and 1 warehouse at various U.S. locations for ap
aggregate of approximately 247,700 square feet in 5 states. Following the acquisition of MATCOM op

January 21, 2004, our leased space consists of 24 offices and 2 warehouses at various U.S. locations for

an aggregate of approximately 329,300 square feet in 13 states. .This includes 3 offices (8,750 square

feet)'that are sub-leased through the remaining term of our primary leases. .

Our?‘corporﬂate offices are- lbcated at 12012 Sunset Hills Road, Restori, Virginia in approximately
68,000 square feet of leased space. Our other major offices are located in Colorado Springs, Colorado,
Rockville, Maryland, and Arlington, Virginia. Our Colorado Springs properties consist of approximately
68,000 square feet under a lease that expires in November 2005 and approximately 35,000 square feet
under a lease that expires in April 2006. Our Rockville office consists of approximately 24,000 square
feet under a lease expiring in November 2011. Our Arlington office consists of approximately 14,100
square feet under a lease that expires in December 2012. In addition, we have.employees who work on
engagements. at other smaller operating locations around the United States. ‘ .

AIl of our offices are in new, o reasonably modern, well-maintained buildings; The facilities aré
substantially utilized and are a_déqﬁ_a-té for present operations. We do not own any real estate 6r
improvements. R A - A A v
Item 3. Legal Proceedings

. ‘We are a party to other litigation and legal proceedings that we believe to be a part of the
ordinary course of our business, Whjle we cannot predict the ultimate outcome of these matters, we
currently believe, based upon information available to us as of the date of this filing, that any ultimate
liability arising out of these proceedings will not have a material adverse effect on our financial
position. We may become involved jn other legal and governmental, administrative or contractual
proceedings in the future, - - : S ’ ' ‘ S :

Item 4; Submission of Matters To a Vote of S_ecyl:ity H_Olders L. o i ’

The Company had no matters suﬁmitted to stockholders for their consideration during the fourth
quarter ended December 27, 2003. ' ‘ C R o

30

|
l
1
)
f
|
1
1
3
i
!
1




PART I .
Item 5. Market for the Company S Common Equity and Related Stockholder Matters

Since November 12, 2002, SI International’s common stock has been publicly traded on the .
Nasdaq National Market under the symbol “SINT.” Prior to November 12, 2002, SI Internatlonal’ .
common stock was not publicly traded. The high and low sales prices of SI International’s common » .
stock for the time period indicated below, as reported by the Nasdaq National Market, were: - -

" High  Low
Year ended December 28 2002: ) ) L Cove o
= Fourth Quarter (from November 12, 2002) ................ e weses. $1420 0 $10.20
Year ‘ended December 27, 2003: S : o A R
'FlrstQuarter $12.38 §$.6.75
Second Quarter ........... e $13.230 8 747
Third Quarter...‘:" T S . EO TR 15 SO ST $19 89 $12. 45 ‘
Fourth Quarter .................................................. $20 90 $14 25

 As of February 24, 2004 there were approxrmately 48 holders of record of SI Internatronal s o
common stock As of February 24, 2004 the closmg pr1ce of SI Internatronal’s common stock was
$22 08 ’ B

We have never declared or pa1d any cash d1v1dends On our Common stock We currently mtend to -
retain earnings, if any, to support our growth strategy and do not ant1c1pate paymg cash d1v1dends in
the foreseeable future. - e T e

Use of Proceeds _

~We- are furmshmg the followmg mformatlon Wlth respect to the use of proceeds from our: rmtlal
pubhc offering of common stock,:$0.01 par value. per share, which closed in November 2002: The-
effective date ‘of the Registration Statement on. Form S-1 for the offering was November.8, 2002, and -
the commission file-number -of the Régistration Statement is 333-87964. The offerinig commenced on :
November 12, 2002. The offering terminated on November 15, 2002 All of the shares of common stock
registered for our account were sold prior to.the termination of the offering: The managing -~ .2 !
underwriters for the offering were Wachovia Securities, Inc, Legg Mason Wood Walker, Incorporated, ‘
and BB&T Capital Markets, a Division of Scott & Stringfellow, Inc. We registered 4,350,000 shares of
our common stock, $0.01 par value per share, in the offering. The aggregate offering price of the
shares registered and sold by us was $53.9 million.
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The actual expenses incurred for our account in connection with the offering were as follows:

Underwriting Fees . ... ............ T PR e e $3,773,000
Offering Related Expenses . .. .......... 0., .. e S 77,064
SEC registration fee ............. e N T 10,836
NASD listing and filing fee .. ... Ve e e - 113,238
Printing and engraving costs . . ... ..... Lo S P T 304,755
Legal fees and XPemSES « « . v vt vttt it e e . 1,284,236
Accounting fees and eXpenses. . . ... ... e e e 842,000
Directors & Officers Liability Insurance .. .......... ... ... .. .... e I -334,000
Blue Sky fees and exXpenses . ... ........ . e 50,000
Miscellaneous EXPEIMSES . . .o vttt e e e e e e . 41,298
Total . oo P e $6,830,427

Payment of expenses were directly made to persons or entities other than our directors, off1cers
general partners or their associates, persons owning 10% or more of our equ1ty securities, or our
affiliates.

Our net offermg proceeds after expenses were approxmlately $47,069,573. From November 15,
2002 until December 28, 2002 we used $31.1 million to repay outstandmg borrowings under our credit
facility, $10.1 million to repay loans directly received from several of our stockholders, and $1.4 million
to repurchase outstanding warrants. The remaining proceeds, approximately $4.5 million, were used as ’
a part of the source of funds for the acqulsmon of MATCOM in J anuary 2004

Item 6. Selected Fmanclal Data

The selected financial data presented below for our 2003, 2002 and 2001 fiscal years, and as of the
end of our 2003 and 2002 fiscal years, are derived from our audited consolidated financial statements
included in this Form 10-K/A. The selected financial data presented below for our.2000 and 1999 fiscal
years, and as of the end of our 2001, 2000 and 1999 fiscal years are: derived' from: our audited- "
consolidated financial statements not included in this Form 10-K/A. You should read.the selected
financial data presented below in conjunction with the consolidated financial statements, the notes to . .
the consolidated financial statements and with “Management’s Discussion and. Analysis of Financial -
Condition and Results of Operations” included elsewhere in this Form 10-K/A. Our fiscal year is based
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on the calendar year and ends-each year on the Saturday closest to December 31 of that year. All fiscal

years shown below include 52 weeks.

""" Fiscal Year -
: ¢+ SI Imternational, Inc:
2003 2002 2001 2000 - 1999

Statement of Operations Data:

(dollars in thousands, except per share data) St

Revenue ................ e VDR $168 287 $149 351 $146,583 : $120 580 $33 891'
Costs and expenses: o ‘ v .o ;
DIreCt COSES . . v v vt vttt s s v e e 101, 940 - 91, 240 . 87,071 . 71,868A 20 731'
Indirect COSIS . . v v v oot e e e e e - 51,569 - 49,404 49,495 40,509 .. 11,646
Depreciation . . ...« v v vv et e L2009 1988 1,653 992 198
"Amortization. . .. ... ... e — - — 3586 . .3,088 . 517
. Total operating expenses B e et e o 195,518 10 142,632 .0 141,805 . - 116,457 33,092
Income from operations .. .. .......overueee.o... . 12,769 6,719 . . 4778. .. 4123, .. .799
Other income (EXPENSE) . « « ..v vie v v v v eeeenen s . — - R ¢ L) P )
Interest expense . . . ..... FO ' (606) (3319)  (3451) | (4023)  (419)
Mmontymterests........................_.,,. — Qe 4y - =
Change in fair value of put warrants .. ... ... ....:.. T~ 640 (1 255) " (265) T —
Income (loss) before provision for income taxes ....... 12,163 3,922 (72) (322) )
Prov151on for income taxes TR LU L s e T8 i 439 657 424 7 0 271
Netmcome S Do Tl 1379 T 2483 0 (729) T (746) TR 11
Dividends on redeemable cumulatlve preferred stock . 1954 2,052 1,505, 251
Net income (loss) attributable to common stockholders .. § 7,379 § 529 § (2,781) §$ (2,251) $ (140)
Earnings (loss) per ‘common share: I
Basic earnings (loss) per share . . . . . . AT RN $ 087 $ 016 8- (1.06) $ (0.86) -$ (0.06)
Diluted earnings (loss) per share ... .............. 0.87- . (0.03) 1oy (0.8_6) (O 06)
Balance Sheet Data (at period end): :
Cash and cash equivalents .. .................... $23252 $1085 § 470 $§ 198 $ 218
Working capital . [ . ... 0 oL " 39,708 29,937 -7 16,103 - 9,599 (4, 258)
Total assets' .5 ... .. el S i SEL L 106,627 - 92,315 80,461 “82970 31,380
Total 'debt, including caprtal lease obl1gat10ns w530 - 658' © 40,082 -1 +39,595 14,559
Total stockholders’ equ1ty (deﬁc1t) ' 81 547 ' 73 977 2 (2, 431)~: S 350: 12, 601
Other Financial Data: = . -~ ;. o v
EBITDAC(1). . . $ 14 778. $ 8 707 $ 10017 - $ 8, 046 $ 1 516
Capital expendltures . v e e - 129100 0 1653 0 2,577 1884 267
Net cash prov1ded by (used in) operatlons .......... 16,079 5,680 1,657 (874) (116)
Net cash used in investing activities . ............. (1,291) (1 653) (2 577)  (36,215) (16,701)
Net cash- provrded by. (used m) fmancmg act1v1t1es RPN (2 392) 6 359 1 152 37,069 : .16,931

(1) EBITDA is defined as GAAP net i income (loss) plus mterest expense ‘income: ta.xes, deprecratlon and t
amortization, change in the value of ‘put warrants and minority interest. « ... .. -

@

EBITDA as calculated by us may be calculated differently: than EBITDA ot other companies. ‘We have

provided EBITDA because we believe it is a commonly used measure of financial performance in comparable
companies and is provided to help mvestors evaluate compames on.a con51stent"bas1s as well as to enhance an

understandmg of our operatmg results EBITDA should not be construed as s

.* an alternatrve to net income (Ioss) as an mdlcator of, our operatmg performance or. - .. co

* asan altematrve to cash ﬂows as a measure of hqu1d1ty
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Item 7. Management’s Discussion and Analysis of Financial Condition and Results of Operations -

The following discussion and analysis should be read in conjunction with the “Selected Consolidated
Financial Data” and the consolidated financial statements and related notes included elsewhere in this
Form 10-K/A. This discussior: and analysis contains forward-looking statements that involve known and
unknown risks, uncertainties, and other factors that may cause our actual results, level of activity,
performance or achievements to be materially different from any future results, levels of activity, performance
or achievements expressed or implied by such forward-looking statements. In some cases, you can identify
these statements by forward-looking words such as “anticipate,” “believe,” “could,” “estimate,” “‘expect,”
“intend,” “may,” “plan,” “potential,” “should,” “will,” and “would” or similar words. You should read
statements that contain these words carefully because they discuss our future expectations, contain
projections of our future results of operations or of our financial position, or state other forward- -looking
information. We believe that it is important to communicate our future expectations to our investors.
However, there may be events in the future that we are not able to predict accurately or control. In"
particular, statements that we make in this section relating to the sufficiency of anticipated sources of capital
to meet our cash requirements are forward-looking statements. Qur actual results could differ materially =
from those anticipated in these forward-looking statements for many reasons, including as-a result of some
of the factors described below, in “Item 1-Business-Risk Factors” and elsewhere in this Form 10-K/A. You -
should not place undue reliance on these forward looking statements, which apply only as of the date of the
filing of this Form 10-K/A.

- Backlog is our estimate of the amount of future revenue we e:xpect to realize over the remaining life of :
awarded contracts and task orders as of the measurement date. Accordingly, all statements regarding the
amount of our backlog are forward-looking statements and are sub]ect to the ns/cs and uncertamaes referred ,
to above and elsewhere in this Form 10- K/A -

- Our ﬁscal year is based on a calendar year and ends each year on the Saturday closest o December 3]v .
of that year. As.a result, our fiscal year may be compnsed of 52 or 53 weeks. -Our 2003, 2002 and 2001 .. |
ﬁscal years each had 52 weeks. : ‘

Ovemew ' B BTN O SIS

Durmg the past year, SI Intemattonal expenenced growth in our key focus areas. Department of
Defense as a customer concentratlon has continued to grow more rapidly which can be attributed to
two primary drivers. The DoD budget was approved well before its civilian budget counterparts, and . . -
the push for defense transformation increased. The DoD budget imperative has been a catalyst for. .
early adoption of the defense appropriation legislation and a smoother allocation of the associated -
funding. This process has allowed our customers to effectively execute their IT and Network Solutlon
plans. Our view of the next three to flve years is consistent with the pattern estabhshed in 2002 and
2003. ' g o

Vutually all of the DoD efforts in Wthh SI Internat10na1 is engaged elther dlrectly support Or are
closely related to DoD Transformation goals. However, we will continue to segment our-focus. areas m .
terms of Homeland Defense, IT Modernization,” ‘Mission-Critical Outsourcmg, and Defense ** '
Transformation. It is important that we reflect our customer’s evolving priorities through our”
charactenzatlon of the programs in each focus area. . . . :

“We are, first and foremost,"a provxder of 1nformat10n technology and network SOlutIOHS to the
Federal Government. Our clients’ mclude the U S. Axr Force Space Command, U.S. Army, the _ "
Department of State, the Immlgranon and Naturalization Service, which has now transitioned to
become the Bureau of Citizenship- and Immigration ‘Services in the Department of Homeland Security,
and the intelligence community. The addition of MATCOM will allow us to continue to support our
existing customer base, while strengthening our position with the US Army, US Navy, US Air Force
Electronic Systems Center, and US Department of Agriculture, and opening new client relationships
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with the Federal Retirement Thrift Investment Board, and National Institutes of Health. We combine

our technology and industry expertise to provide a full spectrum of state-of-the- -practice solutions and -
services, from design and development to unplementatmn and operations, which assist our clients in .-
achieving mission success. : ol

In fiscal 2003 and fiscal 2002, we received 93.7% and 92.9%, respectively, of our revenues from
services we provided to various departments and agencies of the Federal Government, both directly and
through other prime contractors, and 6.3% and 7.1%, respectively, of our total revenues from work ... .-
performed for commercial entities. The following table shows our revenues from the client groups:
listed as a percentage of total revenue. Revenue:- data for the Department of Defense includes revenue " -
generated from work performed under engagements for both the Department of Defense and the : i

intelligence community. . - . n
| ' Fiscal Year .. . .
. . 2003 2002 . 2001.
Department of Defense ......... EERT T R e 545%  49.0%. . ‘45.0%
Federal civilian agencies . .. ................ . L 392%  439% .0 43.4%
Commercial entities . .. ... .. ... io i P 6.3% " _T1%  11.6%
Total revenue . . ... ... ... e 100.0% - 100.0% .- 100.0%

Asa result of the acquxsrtlon of MATCOM the percentage of our revenues. attrlbutable to. the .
Department of Defense may decrease marginally, the percentage of our revenue attributable to federal
civilian agencies may marginally increase, and the percentage of our revenue attributable to co@rnerc;al‘
entities, including mtematronal operatlons may decrease marginally.

. We have derived a substantial majority of our revenues from governmental contracts under Wthh
we act as a prime contractor. We also provide services indirectly as a subcontractor ‘We intend to focus
on retaining and increasing the percentage of our business as prime contractor because it provxdes us .
with stronger client relationships. The following table shows our revenues as prime contractor. and as ;.. 4
subcontractor as a percentage of our total revenue for the following periods: S :

' Fiscal' Year

- R ' 2003 2002 200
Prime contract revenue.. . . . ... ... e e o 843%  829% . 821%
Subcontract revenue . .. ... L. e 157% . 171% . 179%

Total revenue . ........... e 1000% . 1000% 100.0%

As a result of the acquisition of MATCOM we beheve the percentage of our pnrne contract
revenue may decrease slightly.... = o . Cnbe

Our serv1ces are prowded under three types of contracts cost relmbursable time and materlals
and fixed price contracts The following table shows_our revenues from each of. these types of contracts
asa percentage of our total revenue for the followmg perlods '

_Fiscal Year -

Cost reimbursable .......... e e e e 0 383%: 0 40.6% . . ~39.7%
Time and materials ... ... ... . oo e 351% -, 421%,. . 41.4%
Fixed § pnce P . 26.'6%‘ -1 3% 18.9%

Total .o e 1000% . 1000% .- " 100.0%
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As a result of the acquisitj,, - MJATCOM, we anticipate that during fiscal year 2004 that the -
percentage of our revenue Attribyaple to time and materials contracts may increase meaningfully, that
the percentage of our revenye attributable to fixed price contracts may decrease slightly, and that the
percentage of our revenue attribytaple to cost reimbursable contracts may decrease meaningfully.

Under cost reimbursable. Contracts, we are reimbursed for costs that are determined to be
reasonable, allowable and allocay. 1o the contract, and paid a fee representing the profit margin
negotiated between us and the contracting agency, which may be fixed or performance based. Under
cost reimbursable contracts we recognize revenues and an estimate of applicable fees earned as costs
are incurred. We consider fixey feesgunder cost reimbursable contracts to be earned in proportion to -
the allowable costs incurreq jp performance of the contract. For performance-based fees under cost
reimbursable contracts, we TeCognijze the relevant portion of the expected fee to be awarded by the
client at the time such fee cap be reasonably estimated, based on factors such as our prior award
experience and COITlIIlUfliC?ltionS with the client regarding performance. In general, cost reimbursable
comtracts are the least profitab]e of our government contracts.

BREEN

4. Under time and matetialg . .cts, we are reimbursed for labor at fixed hourly rates and

- generally reimbursed separate]y, . " jjowable materials, costs and expenses. To the extent that our
actual labor costs under a timg 5, 4 materials contract are higher or lower than the billing rates under
“the contract, our profit under ¢, contract may either be greater or less than we anticipated or 'we may
suffer a loss under the cONtract v, recognize revenues under time and materials contracts by
multiplying the number of dire . labor hours expended by the contract billing rates and adding the
effect of other billable direct ¢y 1y general, we realize a higher profit margin on work performed
under time and materials Contyycyg than cost reimbursable contracts. - : :

- Under fixed price contractg e perform specific tasks for a fixed price. Compared to cost
reimbursable and time and matf’:ri'als contracts, fixed price contracts generally offer higher profit margin
opportunities but involve greate financial risk because we bear the impact of cost overruns in return
for the full benefit of any cogt savings. We generally do not undertake complex, high-risk work, such as
long-term software developmey, . der fixed price terms. Fixed price contracts may include either a
product delivery or specific serv{c e performance over a defined period. Revenue on fixed price
contracts that provide for the Company t0 render services throughout a period is recognized as earned
according to contract terms gg the service is provided on a proportionate performance basis. While a

_substantial number of these Contracts are generally less than six months in duration, we have several
multi-year contracts of this type in which the customer has the option to extend the contractual term
beyond the current term. - . - ‘

" If we anticipate a loss op a contract, we provide for the full amount of anticipated loss at the time
of that determination. :

Our most significant exper . i direct cost, which consists primarily of direct labor costs for -
program personnel and direct expenses incurred to complete contracts, including cost of materials and
subcontract efforts. Our abiljty, ¢ predict accurately the number and types of personnel, their salaries,

“and other costs, can have & $ignificant impact on dur direct cost. | I |

The allowability of certajp direct and indirect costs in federal contracts is subject to audit by the

client, usually through the D AA, Certain indirect costs are charged to contracts and paid by the client

using provisional, or estimate g indirect rates, which are subject to later revision, based on the

. government audits of those Costs

.. Approximately 36.0% of our revenue recognized during fiscal 2003 was derived from contracts that
“we expect will become subjecy ¢ competitive bids prior to the end of government fiscal 2004. As a
- result of the acquisition of M arroM, we believe the percentage of our revenue subject to competitive
bids prior to the end of the govemment fiscal year will decrease. We actively monitor our relationships
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with our clients during our engagements, as well as the quality of the service we provide, to assist in -
our efforts to win recompetition bids. In addition, we strive to maintain good relatlonshlps with a wide
variety of government contractors.

Recent Events

On January 21, 2004, we completed the purchase of MATCOM, a provider of information .
technology, systems engineering, logistics, and training. The acquisition supports our strategic growth
plan to expand into new vertical markets and enhance the portfolio of capabilities we provide to the
Federal Government. Under the terms of the agreement, SI International acquired MATCOM for
$65.8 million in cash. The transaction also includes an earnout provision of $7.9 million in the form of
SI International subordinated notes if MATCOM achieves certain short-term revenue objectives. The
transaction was funded through cash-on-hand and borrowings under the company’s credit facﬂlty, wh1ch
has been increased to $80 million.

Results of Operations

The following table sets forth certain items from our consolidated statements of operations as a %
of revenues for the periods indicated. :

Fiscal. Year

= _ 2003 . 2002 2001
Revenue ........... S, P e I 100.0% ~ 100.0%  100.0%
Costs and expenses: b '

DITECE COSES . wiv v vttt i e e 60.6 61.1 . .. 594
Indirect costs - . ..... R e P e 306 33.1. 33.8
Depreciation. .. .......... e e e . 12 13 1.1
AMOTtiZation . . v v v v e e R 00 0.0 - 24
Total operating expenses . . . . . e e e e 924 95.5 96.7
Income from OPETAtiONS . . . v o v v v v et e et e e i e e, 76 45 33
Interest expense . .:. . . .. S N e [ 0.4) - (22) T (24)
MINOTItY HLETESTS . . . v v orvre s e e e e e e e e e e e e 00 ©.1) - (0.1
Change in fair value of put warrants ............... P 00 04 -(0.8)
Income (loss) before provision for income taxes . ................... 72 = 26 = = —
Provision for inCOme taXes .. .. .. ....u.vireennenennnnueennann. 2.8 1.0 0.5
Net income (loss) ..... B S Lo 7 449 1.6%  (0.5)%

-
Moo

Fiscal year 2003 compared w1th ﬁscal year 2002

Revenue. For the fiscal year ended December 27, 2003, our revenues 1ncreased 12.7% to
$168.3 million from-$149.4 million for the same period in 2002. Revenues from work under Federal
Government contracts increased 13. 6% to $157.7 million from $138.8 million for the same perlod in -
2002. This increase was attributable to new contract awards, successful recompetmon wins on existing -
programs and growth. within existing programs in our four focus areas: Federal IT Modernization, ,
Defense Transformation, Homeland Defense, and Mission- Critical Outsourcmg Commercial and other .
revenues decreased 0.9% to. $10.6 million in 2003 from $10.6 million in 2002. Thxs decrease was f S
attributable to our contmued focus on opportumtles for the Federal Government

" Direct costs.” " Direct costs include direct labor and other direct costs such as matenals and
subcontracts. Generally, changes in dn‘ect costs are correlated to changes in revenue as résources are
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consumed in the production of that revenue. For fis.cal' 2003, direct costs.increased 11.7% to
$101.9 million from $91.2 million for fiscal 2002. This increase was attributable primarily to the increés
in revenue. As a percentage of revenue, direct costs were 60.6% for fiscal: 2003 as compared to 61.19, )

for fiscal 2002.

Indirect costs. Indirect costs include fag:iliti‘es, selling, bid and proposal, indirectilabor, fringe
bencfits and other discretionary costs. For fiscal 2003, indirect costs increased 4.4% to $51.6 million
from: $49.4 million for the same period in 2002. This $2.2 million increase was primarily attributable to
the expected growth of support functions necessary to facilitate and administer the growth in direct
costs. - - S : «

Depreciation. For fiscal 2003, depreciation increased by 1.1% to $2.01 million from $1.99 million
for the same period in 2002. As a percentage of revenue, depreciation was 1.2% for fiscal 2003 as
compared to 1.3% for the same period in fiscal 2002.

Amortization. In compliance with SFAS 142, Goodwill and Other Intangible Assets, we
discontinued the amortization of goodwill effective December 30, 2001. Accordingly, there was n
amortization: for the fiscal years ended December 27, 2003 and December 28, 2002.- - -

Income from operations. For fiscal 2003, income from operations increased 90.0% to $12.8 million
from $6.7 million for the same period in 2002. This increase was attributable primarily to the decrease
of both direct and indirect costs as a percentage of revenue. As a percentage of revenue, income from
operations was 7.6% for fiscal 2003 as compared to 4.5% in fiscal 2002. We anticipate continued

improvement in our operating margin.

. =" Interest expense. For fiscal 2003, interest expense declined 81.7% to.$0.6 million from $3.3 million
for the same-period in 2002, This decline was attributable primarily to the repayment of debt following
our initial public offering in November 2002. As a percentage of revenue, interest expense was 0.4%

" for fiscal 2003 as compared to 2.2% for the same period in fiscal 2002. We anticipate an increase in
fterest expense in fiscal year 2004 due to amounts borrowed under our current credit facility, which
was made in connection with the acquisition of MATCOM.

. Provision for income taxes. The provision for inc}om; tax was $4.8 million in fiscal 2003, compared
to a. provision. of $1.4 million for the comparabl_e period in 2001. Our fiscal year 2003 tax provision = -
represents an effective tax rate of 39.3%. Our fiscal 2002 tax provision represents an effective tax rate -

of 36.7%. Oureffective tax rate is greater than the federg}_ statutdry rate of 34% due primarily to state
income tax rates. ; 7 470 due | _ ‘

. Dividends.- For fiscal year 2003, dividends on cumulative preferred stock decreased to $0 from
$2.0-million for fiscal year 2002. This decrease Was attpbutable to the conversion of preferred stock to
common stock on November 12, 2002 in connection with our initial public offering.

Fiscal year 2002 compared to fiscal year 2001 -

Rei}é'n\bié. . "'FOI the fiscal year ended Déc'embér'.28’; 2002, oi}f ré’VenuéS_ increased 1.9% to
$149:4 miillion from $146.6 miillion for the same period in 2001. Revenues from work under Federal
Government contracts ‘increased 7.1% to $138.8 million from $129.6 miillion*for the same period in

2001. This incréase was attributable primarily to an increase in our Information Technology and

Nefwork Solutions services provided to our Federal Government customers. ‘As anticipated, commercial
and other reventes decreased 37.6% to $10.6 million in 2002 from $17.0 million in 2001. This decrease’

was attributable to our continuing de-emphasis of marketing activities in the commercial sector. The
decrease in our commercial work was largely the result of decreased spending by our customers in the

commercial telecom market and, the petroleum reservoir modeling business. Consistent with our .
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decision in June 2002 to merge SI Telecom back into SI International and our decision to de-emphasize
our petroleum business, we have concentrated on our core Federal Government contracting business. -

Direct costs. Direct costs include direct labor and other direct costs such as materials and
subcontracts. Generally, changes in direct costs are correlated to changes in revenue as resources are
consumed in the production of that revenue. For fiscal 2002, direct costs increased 4.7% to
$91.2 million from $87.1 million for fiscal 2001. This increase was attributable primarily to the increase
in revenue. As a percentage of revenue, dlrect costs were 61.1% for fiscal 2002 as compared to 59.4%
for fiscal 2001.

Indirect costs. Indirect costs include facilities, selling, bid and proposal, indirect labor, fringe
benefits and other discretionary costs. For fiscal 2002, indirect costs decreased 0.2% to $49.4 million
from $49.5 million for the same period in 2001. Indirect costs were 33.1% of revenues for frscal 2002 as

compared to 33.8% of revenues for the same period in 2001. L

Depreciation.  For fiscal 2002, depreciation increased 17.7% to $2.0 million from $1. 7 rmlhon for
the same period in 2001. This increase was attributable primarily to our investment to modernize and

standardize our information technology infrastructure to support future growth. As a percentage of -
. revenue, depreciation was 1.3% for fiscal 2002 as compared to 1.1% for the same period in fiscal 2001- -

Amortization. In compliance with SFAS 142, Goodwill and Other Intangible Assets, we .
discontinued the amortization of goodwill effective December 30, 2001. Accordingly, there was no
amortization for the fiscal year ended December 28, 2002 compared to $3.6 million for the same period

in fiscal 2001.

Income from operations. For fiscal 2002, income from operations increased 39.6% to $6. 7 mrlhon
from $4.8 million for the same period in 2001. This increase was attributable prlmanly to the .
discontinuance of goodwill amortization, partially offset by the increase in direct costs as described
above. As a percentage of revenue, income from operations was 4.5% for fiscal 2002 as compared to
3.3% for the same period in fiscal 2001.

. Interest expense. . For fiscal 2002, interest expense declined 3.8% to $3.3 million from $3.5 million
for the same period in 2001. This decline was attributable primarily to the significant decline in interest
rates and repayment of debt, partiaily offset by the $0.5 million charge for the edrly termination of our
previous credit facility as required under the terms of that credit facility as part of our initial public
offering in November 2002. As a percentage of revenue, 1nterest expense was 2.2% for flscal 2002 as
compared to 2.4% for the’ same perlod in frscal 2001. o

Provision for income taxes.’ The provision for income taxes increased from $0.7 million in frscal
2001 to $1.4 million in fiscal 2002. Our fiscal 2002 and 2001 tax provision represents an effective tax -
rate, which is greater than the federal statutory rate- of 34% due to nondeductrble charges for put
warrants, and goodwill amortization.” S ,

Dividends. For fiscal 2002, dividends on cumulatwe preferred stock decreased to $2 0 million from
$2.1 million for fiscal 2001. This decrease was attributable’ to the conversion of preferred stock to -
common stock on November 12 2002 in connectron w1th our mmal pubhc offermg '

Supplemental Quarterly Informatlon f'

" The following table sets forth quarterly unaudlted consolidated fmancral data for the ﬁscal quarters
of 2003 and 2002, expressed in dollars and as-a percentage of total revenues for the respective periods.

We believe that this unaudited financial information includes all adjustments, consisting only of normal

recurring adjustments, necessary for a fair presentation of the information for each period. All of the
fiscal quarters reflected in the following table had thirteen weeks. Some unevenness of revenue from
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quarter tO quarter exists Vprimarily because of the timing of purchases of materials necessary to perform
certain obligations under our C4I2SR contract with U.S. Air Force Space Command. '

Fiscal Year 2003 o . Fiscal Year 2002
Q1 Q2 Q@ . Q. Q Q2 Q3 Y
- . (dollars in thousands) ’ T
Revenue .. .... . ... .. e e $41,324  $40,724 © $42,082 $44,157 $33,463  $35407 - $38378  $42,103

Costs and expenses:

Direct costs 25026 24264 25837 26813 19145 21856 24427 25812

Indirect costs . ., .., .....«.- " 13,163 13,167 12,318 12,921 11,718 13,923 10,838 12,925

Depreciation. ., ,, . ,......«-" S 512 486 497 514 (481 515 523 469
Total operating expenses .. -+ - - ° 38701 37917 38652 40248 31344 36294 35788 39,206
Income (loss) ‘fIOmvoperatio‘ns C..... 2623 2807 3430 3909 2,119 . (887) 2,590 23897
Interest expense ., . ., .....--- " (162)  .(146)  (161) (13 (697)  (657)  (659) . (15305)
Minority interests . , .., .....-" " — — — — (38) (39) 1) .
Change in fair valye of put warrants . . — - == (90) - (301) 1,031 —
Provision (bghefit) for income taxes . . 973 1,052 » 1,290 1,470 364 . (689) 819 746
Net income (oss) . .. ... ...+ $1488 $1,609 $1979 $2302 § 730 $(1,195) $2102 $ 846
Revenue s . ... . .. .......... 1000% '1000% 1000% 100.0% 1000% °1000% 100.0%  100.0%
Costs and expenges: ‘

Direct COStS’ =, . i ... 606 59.6 61.3 607 572 61.7 63.7 613

Indirect costs .. . ..., ... 319 4323 - 29.3 293 .. .35.0 ©39.3 28.2 307

Depreciation , , ., .. .....-- " 1200 12 L2 12 | 14 1.5 . 14 1.1

Amortization | ., . .. ... — — - — - — _ _
Total operating expenses : .. - - - 93.7 93.1 91.8 91.2 93.6 1025 93.3 93.1
Income (loss) fromi Gperations - - - - - 63 69 82 88 64 @35) .67 6.9
Interest expense ,",", . .. ... ce e 04) (04) (0.4) (03) @y 9 (1Y) (3.1)
Minority interests . ., o ... -0 T L — e (0:1) (0.1) (0.1) _
Change .in fair value- of put warrants . . C— — — i . (0‘3) ©9) . 27 _
Provision (benefit) for income taxes - . 23 2.6 31 33 . 17 (L9 . .21 1.8
Net income (loss) . . .. ...« 36% 39%  47%  52%  22%  (35)%  54%  20%

Liquidity and Capital Resources .-

Our primary Tiquidity needs 'abrc‘tbh_e‘ﬁn"ancin'g of working capital, capital expenditures and
acquisitions. We have historically relied primarily on cash flow from operations, borrowings under our
credit facility and from some of our stockholders and the sale of common and preferred stock to
provide for our cash needs. In connection with the acquisition of MATCOM which closed on
January 21, 2004, the Company. amended its credit facility to increase borrowing capacity from
$35 million. to $80 million and to extend the term to January 21, 2008, The Company used .
approximately $15 million from cash-on-hand and the amended credit facility to acquire MATCOM.

- Net cash provided by (used in) operations was, $16.1 million for fiscal 2003, $5.7 million for fiscal
2002, and $1.7 million for fisc;il_ZQQl, Cash provided by qper_;;tiqns in fiscal 2003 was attributable to net
income of $7.4 million plus depreciation, i'am;or‘ti'zﬂ‘a"ltt‘_io_r’x and other »nonv,-:c‘ashﬂ items of $2.8 million and a
decrease in working capital of $5.9 million. Cash provided by opérations in fiscal 2002 was attribgtgble
to net income of $2.5 million plus depreciation, amortization and othe; _DQI?;G?‘Sh jtems of $2.3 million
and a decrease in working capital of $0.9 million. Cash provided by operations in fiscal 2001 was
attributable .to depreciation and amortization of $5.2 million and a change in fair value of put warrants
of $1.3 million offset in part by a net loss Qf $0.7 million, a decrease in other non-cash charges of
$0.6 million, and an increase of $3.3 million related to changes in working capital.
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Cash used in investing activities was $1.3 million for fiscal 2003 $1 7 mllhon for fiscal 2002, and
$2.6 million in fiscal 2001. In fiscal 2003 we_invested $1.3 million in capital assets. In fiscal 2002 we
invested $1.7 million in capital assets. In fiscal 2001, we invested $2.6 million in capital assets.
Investments in capital assets are comprised primarily of computer and office equipment and furniture.
and fixtures. ~

Cash used in financing activities was $2.4 million in fiscal 2003. Cash provided by financing
activities was $6.4 million for fiscal 2002 and $1.2 million in fiscal 2001. Cash used in financing
activities for fiscal year 2003 was attributable to repayments of bank overdrafts of $2.2 million,
$0.2 million partial repayment of an outstanding note from the acquisition of Systems Technology
Associates (see Acquisitions), and payments for our capital leases of $0. Imillion. Cash provided by
financing activities for fiscal year 2002 was attributable to the proceeds from issuances of common
stock of $47.1 million and the issuance of exchangeable notes in the amount of $4.3 million to the unit
holders of SI International, L.L.C., offset by the repayment of all debt in the amount of $43.4 million,
the repurchase of warrants held by the bank in the amount of $1.4 million and payments on our long -
term capital leases of $0.2 million. Cash provided by fmancmg activities in fiscal 2001 was attributable
to the proceeds from the issuance of exchangeable notes in the amount of $5.0 million to the unit

- holders, including Frontenac VII Limited Partnership and Frontenac Masters VII Limited Partnership,
of SI International, L.L.C., our principal stockholder, net borrowings against our line of credit of
$0.2 million and increase in bank overdrafts of $0.9 million, offset by repayments of notes payable of
$3.5 million and repayments of long-term debt of $1.4 rmlhon

Cash and cash equivalents as of the end of flscal 2003 fiscal 2002, and fiscal 2001 were
$23.3 million, $10 9 million, $0 5 million, respectively. .

Following the closing of ‘our initial public offering on November 12, 2002, we entered into a new
$35.0 million secured revolving credit facility (the 2002 credit facility) with Wachovia Bank, N.A. acting
as Administration Agent for a consortium of lenders. We replaced all letters of credit outstanding
under our prior credit facility with letters ‘of credit issued under the new facility. For the fiscal years
ended December 27, 2003 and December 28, 2002 we did not have any borrowings under the 2002
credit facility. In connection with the acquisition of MATCOM on January 21, 2004, we amended our

credit facility to increase the. borrowing capac1ty from $35 million to $80 mﬂhon and extended the term
to January 21, 2008. _ : . ,

The amended credit facility includes a $30 million term loan and a $50 million revolving credit
facility. Under the term loan, we are required to make three $1.5 million quarterly principal payments
starting on June 30, 2004, eight $1.875 million quarterly principal payments starting on March 31, 2004,
three $2.25 million quarterly principal payments starting on March 31, 2007, and a final $3.75 million
principal payment on December 31, 2007.

The amended credit facility permits us, subject to our compliance with financial and nonfinancial
covenants and customary conditions, to. make up to $50.0 million of revolving credit borrowings and
also provides for the issuance of letters of credit, although the amount of available revolving credit
borrowings are reduced by the amount of any outstandmg letters of credit issued under the facility. See
“Risk Factors—Our indebtedness and debt service obligations may increase substantially and we ‘will be
subject to restriction under debt instruménts.” \

Any borrowings outstanding under the facility will, at our option, bear interest either at floating
rates equal to LIBOR plus a spread ranging from 275 to 350 basis points or a specified base rate plus a
spread ranging from 175 to 250 basis points, with the exact spread determined upon the basis of our
ratio of outstanding indebtedness .to our earnings before interest, taxes, and deprec1at10n and
amortization expense, as defined in the new credit facility. :
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We and each of our existing and future: subsidiaries are jointly and severally liable with respect to
the payment of all borrowings and other amounts due and performance of all obligations under the
new credit facility. The new credit facility is secured by a pledge of substantially all of our current and
future tangible and intangible assets, as well as those of our current and future subsidiaries, including
accounts receivable, inventory and capital stock of our existing and future subsidiaries. The new credit. ..
facility requires us to make mandatory prepayments of outstanding borrowings, with a, corresponding
reduction in the rnaxrrnum amount of borrowings available under the facility, with net proceeds from,
certain insurance recoverles and asset sales, and with 100% of the nét proceeds from debt i 1ssuances, o
and with 50% of the net procéeds.froni certain equity issuances subject to specified exceptions. Also,
the new credit facility includes a number of restrictive covenants including, among other things, ‘
limitations on our leverage and caprtal expendrtures hnntatlons on our ability to incur additional |
indebtedness or liens, requirements that we maintain nummurn ratios of cash flow to fixed charges and
prohrbmons on payment of dividends on our capital stock, 1un1tatrons on our ability to enter mto C
. meigers, acquisitions or Sales of our assets, and prohrbmons on certain transactions among our -
subsidiaries and affiliated companres The new credit facility also contains events of default, mcludmg,
among other_ events any transaction resultmg in‘a new stockholder or group of stockholders acqumng
control of our board of directors or ownership of greater than 40% of our outstanding capital stock,.
any default by us under any material government contract or other material contract to which we are a
party, the suspension of our ability to enter into contracts with the federal, state or local governments
generally. See “Risks Related to our Business—Our indebtedness and debt service obhgatrons may
increase substantrally and we will be sub]ect to restnctxons under debt instruments.”

)

We currently antrcrpate that cash ﬂow from operatlons and borrowmgs avaﬂable under our new
credit facility will be sufficient to meet our presently anticipated capital needs for at least the next
twelve months, but -may be insufficient.to provide funds necessary for any future acquisitions we may
" make, whether during the next twelve months or thereafter. To the extent that we require additional
funds, whether for acquisitions or otherwise, we may. seek additional equity or debt financing. Such
financing may not be-available to. us on terms that are acceptable to us, if at all, and any equity : -
financing may be-dilutive to our stockholders. To the extent that we obtain additional debt financing,
our debt service obligations will increase and the relevant debt instruments may, among other ‘things;
impose additional restrictions on our operations, require us to comply with additional financial . :-
covenants or require us to pledge assets to secure our borrowings.

Financial data for all of our subsidiaries are included in our consolidated financial statements.¥

Tabular Dlsclosure of Contractual Obllgatrons : _-,. P ‘ i S T "*.:.- S
Our contractual obhgatrons as of December 27, 2003 are as follows (1n thousands)

Payment due by period . . .,
) Less than o : . More than

Contractual Obllgatlons : >‘_ ‘ ] - ‘ P Total ** 1 year =3 years 3-5 years 5 years -
Capital Lease .. ... o1 oievnnnion o, ioi = 217 148 69—
Operatmg Lease_,. e P 34 506 4,649 .8, 002 73317 "__14,5,2_4...
Total .......... ” e e .. 34723 4797 8071 1,331 14 524

Purchase _obligations related to existing contracts are with the Federal Government and in the
event any contracts are termrnated we would ‘have the ab111ty to subrmt a terrmnatlon clarm for -
outstandrng purchases

In connection with our acqulsmon of MATCOM we borrowed $30 rmlhon in long term debt o
repayable as follows: $4.5 million in 2004, $15 million during the period 2005-2007, $10.5 million-during
the period 2008-2010. As of January 21, 2004, we borrowed an additional $19 million for the
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acquisition of MATCOM under our revolving line of credit; which is reflected as current liabilities on
our BaJance Sheet.

Crmcal Accountmg Pohc1es and Estlmates

Qur significant accounting policies are descrzbed in Note 2 to our accompanying consohdated
financial statements. We consider the accounting policies related to revenue recognition to be critical to
the understanding of our results of operations. Our critical accounting policies also include the areas
where we have made what we consider to be particularly difficult, subjective or complex judgments in
making estimates, and where these estimates can significantly impact our financial results under
different assumptions and conditions. We prepare our financial statements in conformity with
accounting principles generally accepted in the United States. As such, we are required to make certain
estimates, judgments and assumptions that we believe are reasonable based upon the information
available. These estimates, judgments and assumptions affect the reported amounts of assets and
liabilities at the date of the financial statements and the reported amounts of revenue and eXpenses
during the periods presented. Actual results could be different from these estimates.

Revenue Recognition

‘Qursaccounting policy regarding revenue recognition is written to comply with the following
criteria: (1) a contract has been executed; (2) the contract price is fixed and determinable; (3) delivery
of services or products has occurred; and (4) collectibility of the contract price is considered probable
and can be reasonably estimated, Comphance W"Ith these criteria may requlre us.to make sxgmﬁcant
]udgments and estimates.. - : R

For cost reimbursable contracts with fixed fees and fixed pr1ce contracts, we estnnate the
applicable fees earned as costs are incurred or services are provided. This process requires estimation
of the.contemplated level of effort to accomplish the tasks under contract, the cost of such effort and
ongoing: assessment towards completing the contract. We utilize a number of management processes to
monitor contract performance and.revenue estimates, including monthly in-process reviews. For cost
reimbursable contracts with performance-based fees, we estimate the applicable fees earned based on
historical-experience. and performance evaluations from our customers. For fixed price contracts that

~are based on unit pricing, we:.recognize revenue for the nuniber of units delivered in any given fiscal
period. For fixed price contracts that ‘are based on the proportionate performance method and involve
a specified number of similar acts, we recognize revenue based on the proportion of those acts
completed compared to the number of total specified acts required by the contract. For fixed price
defined but ot similar ‘acts, we recognize revenue based on the proportion of the pI‘O]eCt ) percentage ’
total costs incurred compared to the estimatéd total costs associated with the entire transaction.
Occasionally, facts may develop that require revisions to estimated total costs or revenues expected.
The cumulative effect of any such revisions is recorded in the period in which the facts requiring the
revision become known. The full amount of anticipated losses on any contract type are recognized in
the period in which they become known.

In addition, certain indirect costs are charged to contracts and paid by the client using provisional,
or estimated, indirect rates that are subject to later revision based on government audits. Any costs
found to be improperly allocated to a specific contract will not be reimbursed, and any such costs
already reimbursed must be refunded.
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Item 7A. Quantitative and Qualitative Disclosures About Market Risk.

Historically, our investment positions have been relatively small and short-term in nature. We have
typically made investments in a fund with an effective average maturity of fewer than 40 days having a
portfolio make-up consisting primarily of commercial paper and notes and variable rate instruments,
and to a much smaller extent overnight securities and bank instruments. Since our initial public
offering, the board of directors approved an investment policy that requires we invest in relatively
short-term, high quality, and high liquidity obligations. : :

Item 8. Finanéiél Statements and Supplemenfary Data.

The consolidated ’_fiilancial statements of ‘SI International, Ih_c. are submitted on pages F-1 through
F-22 of this report. L thr

Item 9. Changes in and Disagreements with Ac¢ountants on A'c'counting and Financial Disclosure.

None.

Item 9A. Controls and Procedures.

The Company has established and maintains disclosure controls and procedures that are designed
to ensure that material information required to be disclosed by SI International in the reports that it
files under the Securities Exchange. Act of 1934, as amended, is recorded, processed, summarized and
reported. within the time periods specified in the Securities and Exchange Commission’s rules and
forms, and that such information is accumulated and communicated to the Company’s mahagement,
including the Chief Executive Officer and Chief Financial Officer, as appropriate, to allow timely
decisions regarding required disclosure. SRR i

As of December 27, 2003, under.the supervision and with the participation of SI International’s
management, including its Chief Executive Officer and Chief Financial Officer, the Company carried
out an evaluation of the effectiveness of.the design and operation of disclosure controls and
procedures. Based upon that evaluation, the Chief Executive Officer and Chief Financial Officer
concluded that our disclosure controls and procedures were effective; at the reasonable assurance level,
as of December 27, 2003,in timely alerting them to material information relating to-the Company
(including’ its consolidated. subsidiaries) required to be included in SI International’s periodic SEC
filings. L T : o S VR

‘Duﬁl}g the Comﬁaﬁy’s fo@‘;th fiscal quarter, there were no significant changes to the Company’s
internal control over financial reporting that have materially affected, or are reasonably likely to

materially affect, the Company’s internal control over ﬁhanpial reporting.

Cd
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PART IIX

The information required by Items 10, 11, 12, 13 and 14 of Part III' of Form 10-K/A has been -
omitted in reliance on General Instruction G(3) and is incorporated herein by reference to the
definitive proxy statement of SI International, Inc. for its 2004 annual meeting of stockholders to be
filed with the SEC pursuant to Regulatron 14A promulgated under the Securities Exchange Act of

1934, as amended.

PART v

Item 15. Exhibits, Financial Statement Schedules and Reports on Form 8- K

(a) Documents. filed as part of thrs Report

1. Financial Statements. *

A
B.
C.

D,
E.

R

-Report of Independent Auditors

LT

“Consolidated Balance -Sheets as of December 27, 2003 dand December 28 2002 A

Consolidated Statements of Operations for the fiscal years ended :December 27, 2003,
December 28, 2002 and December 29, 2001

Consolidated Statements of Stockholders Equity for the frscal years ended ‘
December 27, 2003, December 28, 2002 and December 29, 2001

Consolidated Statements of Cash Flows for the fiscal years ended December 27,
2003, December 28, 2002 and December 29, 2001

Notes to Consohdated Fmancral Statements

2. Supplementary Fmanc1a1 Data
Schedule II—Valuation and Qualifying Accounts
3. Exhibits. ‘ ,
The exhibits required by this item are set forth on the Irrdex to Exhibits attached hereto.

(@)

()

Reports on Form 8-K -

* Current Report on Form 8-K on December 18, 2003, disclosing the issuance of a
press release announcing that we had entered into a definitive agreement to
.acquire MATCOM..

Exhibits.

* See Item 14(a)(35) above.
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SIGNATURES

Pursuant to the requirements of Section 13 or 15(d) of the Securities Exchange Act of 1934, the

registrant has duly caused this report to be 51gned on its behalf by the undersigned, thereunto duly
authonzed on the 27Lh day of Apnl 2004. -

ST INTERNATIONAL, INC.

By: /s/ RAY J. OLESON

Ray J. Oleson
Chairman of the Board and
Chief Executive Officer '

Pursuant to the requirements of the Securities Excharige Act of 1934, this report has been signed

below by the following persons on behalf of the Registrant and in capacities and on the dates indicated.

- -Signatures . . . “ e Tltle . ' : o ) _I&
* Js/ Ray J. OLESON Chairman of the Board and Chief ‘
————= ————— Ezxecutive Offlcer (Principal Executlve April 27, 2004
Ray J. _Ol»e§oni .~ . _Officer) _
/s/ THOMAS E. DUNN - " Executive Vice President, Chief Financial

. Officer and Treasurer (Principal Financial =~ April 27, 2004

Thomas E. Dunn and Accounting Ofﬁcer)
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INDEX TO EXHIBITS

NO. .. DESCRIPTION = ~.%i"iii.. SRR

2.1 Agreement and Plan of Merger among the Company, Link Acqursrtron Corporatron a
Delaware corporation and a wholly-owned subsidiary of the’ Company, Matcom Internatronal
Corporation, and the stockholders of Matcom ‘International Corporatron dated’ asof

. December 17, 2003, as amended by the First Amendment to Agreement and Plan of Merger,
 dated as of January 21, 2004 (ﬁled as Exhibit 2.1 to the Company 8 Current Report on Form
*<"8.K filed January 28, 2004 and incorporated heréin by reference) (The appendrces and

exhibits have been omitted pursuant to Item 601(b)(2) of Regulatron S-K. ST Internatlonal

- Inc, hereby undertakes to furnish supplementally to the Securltres and Exchange -

Commrssmn copies of any omitted appendices and exhibits upon request by the Securltles i
~ and Exchange Commission.)

3.1 Second Restated Certificate of Incorporation (filed as Exhibit 3.1 to the Company’s
Registration Statement on Form S-1/A (File No. 333-87964) filed on October 25, 2002 (the
“Third Amendment) and incorporated herein by reference).

3.2 Amended and Restated Bylaws, as amended (filed as Exhibit 3.2 to the Company’s
Registration Statement on Form S-1/A (File No. 333-87964) filed on November 8, 2002 (the
“Fifth Amendment) and incorporated herein by reference).

41 Registration Rights Agreement, as amended (filed as Exhibit 4.1 to the Third Amendment
and incorporated herein by reference).

4.2 Specimen Certificate of our common stock (filed as Exhibit 4.2 to the Company’s -
Registration Statement on Form S-1/A (File No. 333-87964) filed on November 5, 2002 (the
“Fourth Amendment) and incorporated herein by reference).

43 Stock Purchase Agreement, as amended (filed as Exhibit 4.3 to the Fifth Amendment and
incorporated herein by reference).

4.4 Amendment to Stock Purchase Agreements (filed as Exhibit 4.4 to the Fourth Amendment
and incorporated herein by reference).

10.1  Form of 2002 Stock Incentive Plan (filed as Exhibit 10.1 to the Third Amendment and
incorporated herein by reference).

10.2  January 2001 Nonqualified Stock Option Plan (filed as Exhibit 10.2 to the Company’s
Registration Statement on Form S-1/A (File No. 333-87964) filed on June 24, 2002 (the
“First Amendment) and incorporated herein by reference).

10.3  SI International, Inc. 2001 Service Award Stock Option Plan (filed as Exhibit 10.3 to the
First Amendment and incorporated herein by reference).

10.4 1998 Stock Option Plan (filed as Exhibit 10.5 to the First Amendment and incorporated
herein by reference).

10.5 Credit Agreement (filed as Exhibit 10.1 to the Company’s Current Report on Form 8-K filed
November 12, 2002 and incorporated herein by reference) and amended and restated by
amendment no.1 (which includes as an exhibit the revised credit agreement and which is
filed herewith).

10.6 Executive Employment Agreement with S. Bradford Antle (filed as Exhibit 10.6 to the Third
Amendment and incorporated herein by reference).

10.7 Executive Employment Agreement with Walter J. Culver (filed as Exhibit 10.7 to the Third
Amendment and incorporated herein by reference).

10.8  Executive Employment Agreement with Thomas E. Dunn (filed as Exhibit 10.8 to the Third

~“Amendment and incorporated herein by reference).

10.9 Executive Employment Agreement with Thomas E. Lloyd. (filed as Exhibit 10.9 to the Third
Amendment and incorporated herein by reference).
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REPORT OF ERNST & YOUNG LLP, INDEPEN_DENT AUDITORS

To the Board of Directors of SI International, Inc.:

We have audited the accompanying consolidated balance sheets of SI International; Inc.(a” .* = *
Delaware corporation) and subsidiaries (as defined in Note 1) as of December 27, 2003 and
Detember 28, 2002, and the related consolidated statemeénts of operations, stockholders™ equity and
cash flows for the fiscal years ended December 27, 2003, December. 28, 2002-and December 29, 2001.
Our audits also included the financial statement schedule listed in the index at Item 15. These financial
statements and schedule are the responsibility of the Company 5 management Our respon31b1hty is to
express an oplmon on these financial statements and schedule based on our audits””

. We conducted our audits in ‘accordance with audltmg standards generally accepted in the Umted
States Those standards require that we plan and perform the audit to obtain reasonable assurance’
about whether the ‘financial statements are free of material misstaterfient.. An audit includes. examining;
on a test basis, evidence supporting the amounts and disclosures in the-financial statements. An audit
also includes assessing the accounting principles used and s1gnlf1cant estimates made by management,
as well ‘as ‘evaluating the overall financial statement presentation. We belicve that our audits’ providé a .
reasonable basis for our opinion.

In our opinion, the financial statements referred to above present fairly, in all material respects,
the consolidated financial position of SI International, Inc. and subsidiaries (as defined in Note 1) as of
December 27, 2003 and December 28, 2002, and the results of their operations and their cash flows for
the fiscal years ended December 27, 2003, December 28, 2002, and December 29, 2001 in conformity
with accounting principles generally accepted in the United States. Also, in our opinion, the related
financial statement schedule, when considered in relation to the basic financial statements taken as a
whole, presents fairly in all material respects the information set forth therein.

As discussed in Note 1 to the consolidated financial statements, effective December 30, 2001, the
Company adopted Statement of Financial Accounting Standards No. 142 “Goodwill and Other
Intangible Assets.”

/s/ Ernst & Young LLP

McLean, Virginia
February 10, 2004
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SI International, Inc. and Subsidiaries
(See Note 1)
- Consolidated balance sheets .
As of December 27, 2003 and December 28, 2002 _
(Amounts in thousands, except share and per share data)

Deceniber 27, December 28,

; = = . 2003 2002

Assets
Current assets: C o

~Cash and cash equivalents, . . . ..........oooiiiiia $ 23252 . $10,856
.. Accounts receivable, net .. .................. P e 34,007 . 31901
~-Deferred tax asset . ..............ooaii.... P T 2,000 . 848
. Prepaid inSUrance .. .................... F 1200 877
"~ Prepaid expenses . ... ... ... P 835 1 ,187

- “Other current assets. ........... [ CUT4e1 829
TOtal CUTTERt ASSELS + « « v v v v e oo e e e e e 61,856 - 46,498
) Property and equipment, met . ... ... L e : 3,768 4,542
Goodwill . L [P 39,829 T+ 39,829

‘Other assets e T e 1446
'Total assets ' o L I "_':$‘10‘6—,627_ -‘"‘i;"$92:31”5‘

{ an 111t1es and stockholders equity o R 5
Cuirfent liabilities: - ‘ e Do A

~ “Accounts ﬁdjable. e O e e ....-8 6300 86523
e ACCTUE EXPENSES v vl e ke e e 21947 993
Accrued bonus. . . ... . Cee 2939 L —
Accrued COMPENSAtioNn . . .« .o vttt Lo 2,817 T
! Accrued vacation . . i i . o e oe 02,8580 T 2475
wCurren’t portion of notes payable . ............. o 340 1480
o Cog_rent ‘portion of capital Jease obligation . ... . ... ... UL L L E125 T T 04
_ Deferred revenue . ...... ... 3975 1,074
‘?‘M ) . Lo D T R PCIRNIL 2,201
Total current hablhtles,. e e e e T .22,148 . 16,561
Other ]ong-term habllltles e 2,932 1,777
Stockholders’ equity: ¢
Common stock-—$0. 01 par value per share 50 000,000 shares authonzed
8,451,507 and 8,439,741 shares issued and outstanding as of ¥
December 27, 2003 and December 28, 2002, respectively. .. ......... 85 85
Additional.paid-in capital . . ... ... ... o o 75,704 75,682
Deferred compensation . .. .. ..ottt (340) (509)
Retained earnings (accumulated deficit) ........... ... ... ... ... 6,008 (1,281)
Total stockholders’ equity. .. ... ..o 81,547 73,977
Total liabilities and stockholders’ equity .. ......................... $106,627 $92,315

The accompanying notes are an integral part of these consolidated statements.
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SI International, Inc. and Subsidiaries
(See Note 1)
Consolidated statements of operations
For the fiscal years ended December 27, 2003, December 28, 2002, and December 29, 2001
" (Amounts in thousands, except per share data)

) Fiscal Year -
2003 - 2002 2001 .

REVEIUE . .o o oo e et e e et e e e e e $168,287 $149,351 $146,583
Costs and expenses: T _ T T
“Direct costs , /..o e PP 101,940 - 91240 87,071
Tndirect costs ;.. ... ... IR e e 51,569 - 49,404 49,495
Deprematlon SRERRE S e 2,009 1,988 - -1,653
Amort1zat10n e TP e — C— 3586
Total operating expenses e R P L. 155518 142,632 141,805
Income from operanons ...... F e 12,769 L6719 ... . 4,778
Interest eXPense - .. .. ... ... e e e . (606) (3 319) (3 451)
Minority mterests ...... P P PRI — (118) (144)
Change in fair value of put warrants ........ PN e — 640 .. . (1 255)
Income (loss) before provxslon for income taxes .............. L. 12,163 3, 922 apn . (12)
Provision for income taxes. .. ... .............. ... ... . ..., 4,784 1439 657
Net income (loss) e e e e e e e e e ~e T7,3790 L 2483 7k (729)
Dmdends on redeemable cumulative preferred stock........... - — 21,954 32,052
Net income (loss) attributable to common stockholders .......... % 7379 % ‘529? s '('2,;781)

Eammgs (loss) per common share:

Bas1c net mcome (loss) per common share ............... .8 . 0878 .';LT-O 16 -$ )(1 06)
‘Dlluted net mcome (loss) per common share............. . ;. $ 087u $ (0 03) -$ : (1 06)
Bgslg;-welghted:average shares outstandmg S e . ‘ 8;446 ;.‘._“:‘:?3 382.,.. A‘ _:_52 631
Dlluted weightéd;ﬂax;'.ve.rage shares outstanding . .............. P 8,488" e 3,31?6‘ :2'\;5331
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- SI International, Inc. and Subsidiaries
(See Note 1)
Consolidated statements of stockholders’ equity

For the fiscal years ended December 27, 2003, December 28, 2002, and December 29, 2001

(Amounts in thousands, except share data)

Stockholders’ equity (deficit)

Redeemable

. . Retained
cumulative i ;
Additional earnings
preferred stock  Common stack paid-in Deferred  (Accumulated

. Shares Amount Shares Amount Capital compensatlon " deficit) Total
Balance, December 31,2000 . . . .. .. 21,372 $23,128 2,626,469 27 $ 1,192 —. .. % (889) $ 350
Issuance of common stock for cash . — — 5,393 — - 48 - — 48
Issuance of SI Telecom minority
“shares . ... L u L — — — — en = — (27)
Issuance of SI Telecom warrants . . . — — — — (33 - = ) - (33)
Compensatory. stock option grants . . — — — — 142~ §(130y —
Dividends on redeemable. preferred ' ‘ A
Sstock L — 2,052 —_ - (1,322) = — (730) (2,052)
“Netloss .. ....... L — - - = — — - (729) (729)
Balance, December 29, 2001 . . . . . . . 21,372 25,180 2,631,862 27 — T (130) - (2,328) (2:431)
" Compensatory stock option grants ... — — — — 518 (379) = - 139
Dividends on redeemable preferred . e ) . . Lo -
CStOCK L e — 1,954 — — (518) — .. (1,436) (1,954)
Exchange of SI redeemable o ) _ .
preferred stock for SI common : T
cstock La it (21,372) (27,134) 1,938,119 19 27,115 — L= 27134
Exchange of SI Telecom Junior e P
participating preferred shares for -
. "SI commion stock . . ... ... ... — — 12,034 — 1,396 — ) — 1,39
~"Exchange of SI Telecom common : : s
stock for SI common stock . . . . . — — 316 - 27 — . — 27
" Conversion of put warrants . . . ... —_ —_ 7,410 — 113 i o R 113
Offermg Proceeds, net of offermg ) : o : N '
CTTUGOSES e - — 3850000 39 47,031 - 0 — - = 47,070
- Net mcome ,.f ......... P — — — — — .= 2483 2,483
Balance, December 28, 2002 . ... ... — — 8,439,741 85 75,682 (509). . . (1,281) 73,977
-, Exercise of stock options . .. . .. .. — — 1,766 - 67 o= — 67
Compensatory stock option grants/ :
amortization of deferred C :
" compensation . ... : S . — - - = (B . 169 e — “132
T Offeringcosts. . ............. — — — — . 8 _ . (8)
-:Netincome . .............. — — — — — — - .. 7,379 . 7,379
$81,547

:_Balance, December 27, 2003 ... ... . — § — 845,507 385  §75704  $(340) . $6,098

e
4

"The accompanying notes are an integral part of these consolidated s‘ta't:ements.
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SI International, Inc. and Subsidiaries
(See Note 1)
Consolidated statements of cash flows

For the fiscal years ended December 27,2003, December 28, 2002, and December 29, 2001

{Amounts in thousands)

Cash flows from operating actlvmes o ‘ _
Net income (loss) .. .... 0 ........... F e e
Adjustments to reconcile net income (loss) to net cash provided by operatmg

activities:

Depreciation and amortization . .. .. ......... e
Loss on disposal of fixed assets ........ e e
Stock-based compensation ..... [ e
Deferred income tax provision . . ... ..ot i
Amortization of deferred financing costs and debt dlscount ............
_Change in fair value of put warrants . . .. .. PO O S TP
Minority INEErestS . . . ..o e e

Changes in operating assets and hablhtles net of effect of acquisitions:

Accounts receivable . ... ... L L L L L

Other CUITENE @5SEES + v v v v v v v e et et e et et e e e e e i

Other assets .. ....... T . e e
Accounts payable and accrued €Xpenses . ....... ...l
. Deferred revenue . . . ........ S ‘
Other long term liabilities . . ... . . FE PP e

Net cash provided by operating activities . e
Cash flows from investing activities: ’ o )

Purchase of property and equipment, net .. ..., oo . '
Net cash used in investing activities. ... ...... e e P

Cash flows from financing activities:

Proceeds from issuance of common stock, net . ... .. e L
Proceeds from exercise of stock options . . .......... ... ... . ..
Proceeds from (repayments of) bank overdrafts ....................... .
Borrowings under line of credit . . .. ... ... o o L, e :

.Repayments of line of credit . e S R
- Repayments of notes payable Ce e ..... T
Repayments of long-term debt and borrowmgs from stockholders . . . ... ....

Repayments of capital lease obligations ........... e PR

Proceeds from borrowings from stockholders.. . . . . S UL
Redemptionof put warrants . . ......... ... i e

Net cash provided by (used in) financing activities. . . . ................. ;

Net increase in cash and cash equivalents . ... ....... e e e
Cash and cash equivalents, beginning of period . ... ...................

Cash and cash equivalents, end of period ................ ... ... .. ....

Supplemental disclosures of cash flow information:
Cash payments for interest . . .. ... ... . e
Cash payments for income taxes . ... ........ 0.
Supplemental disclosure of noncash activities:
Equipment acquired under capital leases . .............. ... ... ... ...

Fiscal Year:

2003 2002 2001
$ 7379 § 2483 § g729)
2,009 1988 5239

P78

R/ 139 12
98)  (537) (1,182)
379 L1900 - 292
Lo L (830) 1255
e — o 118 144
(2,106) (984). -~ 270
(266) . 154 T (128)
(106) . (268) .- (17)
4,996 <+ 1,099 .= (3 942)
12,901 7 6237 451
681 - U315 00032
16,079 5680 ) -1,697
T (1653) L (2.577)
(1291)  (1,653) ~ “(2,577)

(2 201) ERe

(140) " +(900) ¢ ~(3,460)

— (29,184)  (1,375)
awy @y (149)
ST 309 5,000
—  (1,400) -
2392) 6359 1,152
1239 10,386 272
10,856 470 198
$23252 $1085 $ 470
§ 339 $ 1,806 $ 2,897
$ 3920 $ 2255 $ 907
$ 122§ — § 149

The accompanying notes are an integral part of these consolidated statements.



SI.International, Inc. and Subsidiaries
Notes to consolidated financial statements
1. Business:

SI International, Inc. (the Company or SI), was incorporated on October 14, 1998, under the Taws
of the state of Delaware. The Company is a provider of information technology and network solutions
with the Federal Government as a major client. The Company offers a broad spectrum of solutions-and
services, including design, development, implementation and operations to assist clients in achieving
their missions. The Company combines technological and industry experience to provide solutions
through service offerings in the areas of information technology applications, systems engineering, .
network and telecom engineering and outsourcing.

On January 1, 2001, the Company separated its telecommunlcatrons operat1ons which it obtained -
pursuant to an acqursrtlon in fiscal year 2000, by contributing the net assets of the telécommunications
opefations to a sister company, SI International Telecom Corporation. (ST Telecorn) in exchange for
5,000 shares of senior participating preferred stock in SI Telecom (SI Telecom Transaction). Warrant .
holders and options holders of the Company received warrants and options in SI Telecom, and the
existing minority shareholders in SI received a comparable minority ownership in SI Telecom. In
addition, SI International, L.L.C. (SI L.L.C.), the majority owner of SI, contributed $1.1 million'in ¢cash
and received 44,624 shares of SI Telecom junior participating preferred stock (see Note 13). Upon
completion of these transactions,. the effective ownership structure of SI Telecom on a fully diluted
basis was 1dent1ca1 with the ownershrp of SI. Both SI and SI Telecom were owned in majonty by SI
LL.C. , : : . :

In October 2002, SI Telecom was merged back into SI, (the SI Telecom Merger) such that SI
Telecom became a wholly owned subsidiary 'of SI. The SI Telecom junior participating preferred stock
and SI Telecom common shares held by minority shareholders were exchanged for SI shares based on a
ratio of 0.005 SI common shares. for each share of SI Telecom common stock. .: T

Because these transactrons were consummated between ent1t1es under common control the
consolidated financial statements and the associated notes herern are based upon the hlstoncal cost of
SI Telecom and SI and the corporate structure subsequent to the SI Telecom Merger as if that merger
had occurred as of December 30, 2000 and been effective during fiscal year 2001 and theréafter.
Therefore, the accounts of SI Telecom are presented in these consolidated financial statements and-
associated notes herein as if it had been a subsidiary of the. Company during 2001 and thereafter.

Since November 12, 2002, our common stock has been publicly traded on the Nasdag National ~~
Market under the symbol “SINT”. The. successful completion of the initial public offering in November -
of 2002 raised. $47.1. mrlhon (after offermg costs) in eqmty capltal through the sale of 3,850, 000 shares
of common stock.. T

Summary of sngmficant accountmg policies: . o ouow
P"“‘Clples of consolldatlon ' mtn i e

- The accompanying consohdated f1nanc1a1 statements 1nclude the accounts of the Company and 1ts
wholly and majority-owned subsidiaries. Equity interests in subsidiaries that are not owned by SI are. -
classified as minority interests (see Note 13) AIl 51gn1ﬁcant 1ntercon1pany transactlons and accounts
have been ehmmated in consolidation. - B Lo s S R A

Use of estlmates _ '

The preparatton of fmanc1a1 statements in confornmty with accountmg pr1nc1p1es generally accepted
in the United States requires management to make estimates and assumptions that affect the reported °




amounts of assets and liabilities and disclosure of contingent assets and liabilities at the date of the
financial statements and the reported amounts of revenues and expenses during the reporting period.
Actual results could differ from those estimates.

Reporting perlods

The Company’s fiscal year ends on the Saturday nearest but prior to December 31. All fiscal years
presented include 52 weeks. The Company s quarters end on the Saturday nearest to the apphcable
quarterly month-end. : :

Cash and cash equivalents

The Company considers all investments with maturities of three months or less at the date of
purchase to be cash equivalents. S

The balance of checks the Company has written, but have not yet been presented to the bank for
payment, of $0 million and $2.2 at December 27, 2003 and December 28, 2002, respectlvely, have been
classified in other current hablhtres in the accompanying consolidated balance sheets.

Revenue recogmtmn

The Company recognizes revenue under 1ts contracts when a contract has been executed the
contract price is fixed and determinable, delivery of services or products has occurred, and collectibility
of the contract price is considered probable and can be reasonably estimated. Revenue is earned under
cost reimbursable, time and materials and fixed price contracts. Direct contract costs are expensed as

- incurred.

~-Under cost reimbursable contracts, the Company is reimbursed for allowable. costs, and paid a fee,
which may be fixed or performance-based. Revenues on cost reimbursable contracts are recognized as
costs are incurred plus an estimate of applicable fees earned. The Company considers fixed fees under
cost reimbursable contracts to be earned in proportion of the allowable costs incurred in performance
of the contract. For ¢ost relmbursable contracts that include performance based fee incentives, the
Company recognizes the relevant portion of the expected fee to be awarded by - the customer at the

~ time such fee can be reasonably ‘estimated, based on. factors such as the Company S prlor award

experience and commumcatrons with the customer regardmg performance

Revenue on time and materials contracts are recogmzed based on direct labor hours expended at
contract bllhng rates and addrng other brllable direct costs.

-. Fixed price contracts may mclude elther a product dehvery or specrflc service performance
throughout a period. For fixed. price contracts that are based on unit pricing, the. Company recognizes .
revenue for the number of units delivered in any given fiscal period. For fixed price contracts that are
based on the proportionate performance method and involve a specified number of similar acts, the
Company recognizes revenue based on the proportion of those acts completed compared to the number

- of total specified acts required by the contract. For fixed price contracts that are based on the

proportionate performance method and involve a specified number of defined but not similar acts, the

Company recognizes revenue based on the proportion of the project’s percentage total costs incurred

compared to the estimated total costs associated with the entire transaction. For fixed price contracts
that provide for the delivery of a specific product with related customer acceptance provisions, revénues
and associated contract costs are recognized upon product delivery and customer acceptance.

The Company’s contracts with agencies of the government are subject to periodic funding by the
respective contracting agency. Funding for a contract may be provided in full at inception of the
contract or ratably throughout the contract as the services are provided. In evaluating the probability of
funding for purposes of assessing collectibility of the contract price, the Company considers its. previous

Al
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experiences with its customers, communications with its customers regarding funding status, and the
Company’s knowledge of available funding for the contract or program. If funding is not assessed as
probable revenue recognition is deferred until realization is deemed probable

Contract revenue recognition inherently involves estimation, including the contemplated level of -~
effort to accomplish the tasks under contract, the cost of the effort, and an ongoing assessment of
progress toward completing the contract. From time to time, as part of the normal management
processes, facts develop that require revisions to estimated total costs or revenues expected. The
cumulative impact of any revisions to estimates and the full impact of anticipated losses on any type of
contract are recognized in the period in which they become known.

The allowability of certain costs under government contracts is subject to audit by the government:
Certain indirect costs are charged to contracts using provisional or estimated indirect rates, which are
subject to later revision based on government audits of those costs. Management is of the opinion that
costs subsequently disallowed, if any, would not be significant. -

) Slgmficant customers

~ Revenue generated from contracts with the Federal Government both dlrectly and through other
prime contractors, acecounted for a significant percentage of revenues in the fiscal years 2003, 2002, and
2001.

% of revenues '

Fiscal year
2003 2002 - 2001

' Department of Defenise ... .. .............. S 545% 49.0% 45.0%

" Federal civilian agenc1es ......... R e 392 439" 434
Commercral entities ... .. . .. Cee Cenee e 63 71 116
Total TEVENUE . .+ .. e e PR 100.0% 100.0% 100.0%

We had only one contract that generated more than 10% of our revenue for fiscal year 2001. For
the fiscal years endéd December 27, 2003 and December’28, 2002, we had two contracts that generated
more than 10% of our revenue. For'the fiscal year 2003, fiscal 2002, and fiscal 2001, revenue from our’
C4I2SR contract with the U.S. Air Force Space Command represented approximately 22%, 23%, and
19%, respectively, of total revenue. Our National Visa Center contract with the Department of State -
represented approximately 14% and 11% of total revenue for the fiscal years ended December 27 2003
and’ December 28 2002 respectrvely T _ -

SR

Credlt r1sk

The Companys assets that are exposed to credlt rrsk consrst prrman]y of cash and cash equrvalents
and accounts recervable Accounts receivable consist prlmanly of billed and unbilled amounts, including
indirect cost rate variances, due from various agencies of the Federal Government or prime contractors
doing busmess wrth the Federal Governrnent and other, commercial customers. The Company .
historically has not experxenced srgmfrcant losses related to accounts receivable and therefore, beheves
that credit risk related to accounts receivable is minimal. The Company maintains cash balances that
may at times exceed federally insured limits. The Company maintains this cash at high-credit. quality -
institutions and, as a result, believes credit risk related to its cash is minimal. r



Property and equipment

Property and equipment are stated at cost, net of accumulated depreciation and amortization.
Depreciation and amortization are computed generally using a straight- hne method over the estimated
useful lives of the related assets as follows:

Software, computers and equipment. . ... .. 3-5. years

Furniture and fixtures . ... ........... 5-7 years

Leasehold improvements . . ........ ... Shorter of its estimated useful life or term of the lease

Deferred financing costs

N

Costs incurred in‘raising debt are deferred and amortized as interest expense over the term of the
related debt using the effective interest method. These deferred costs are reflected as a component of
other assets in the accompanying consolidated balance sheets. The deferred fmancmg costs comnsist of
the following (in thousands):

December 27, December 28

. : . L . 2003 2002
Deferred 10an costs .. o .. vt e i, Do oo 81,120 $1,093
Accumulated amortization . . . . ... e (421) (42)
$ 699 $1,051

During 2002, the Company wrote off approximately $886,000 of deferred loan costs and debt
discounts related to its credit facility, which was paid off in 2002. The $532,000 after-tax effect of this
write-off was previously classified as an extraordinary item—early extinguishment of debt and was
reclassified as interest expense upon adoption of SFAS No. 145 in 2003. Amortization of deferred
ﬁnancmg costs was $379_ 000, $805 000 and $172,000 in fiscal years 2003, 2002, and 2001, respectively.

Impalrment of long -lived assets

. Long hved assets, mcludlng property and equrpment are rev1ewed for 1mpa1rment Whenever events
or changes in circumstances indicate: that the carrying amount should be addressed pursuant to .
Statement of Financial Accountmg Standards (SFAS) No. 144, “Accounting for the Imparrment or
Disposal of Long- -Lived Assets and for Long-Lived Assets.” Pursuant to SFAS, No 144, impairment is
determined by comparing the carrying value of these long-lived assets to an estlmate of the future
undiscounted cash flows expected to result from the use of the assets and eventual d1sposrt10n In the _‘
event an impairment exists, a loss is recognized based on the amount by which the carrying value
exceeds the fair value of the asset, which is generally determined by using quoted market prices or . -
valuation techniques such as the discounted present value of expected future cash flows, apprarsals or
other pricing models as appropriate. The Company believes that no such unparrrnent ‘existed in
December 27; 2003 and December 28, 2002. In the event that there are changes in the planned use of
the Company’s long-term assets or its expected future undiscounted cash flows are reduced -
significantly, the Cornpany s assessment of 1ts ab1hty to recover the carrymg value of these assets would
change : : : ‘ :

Deferred revenue

At the end of fiscal years 2003 and 2002, SI Telecom réceived advance payments of approximately
$3,908,000 out of the $3,975,000 total deferred revenue and $1,074,000, respectively, from a customer to
purchase equipment to be used in a contract. The advances are reflected as deferred revenue as of
December 27, 2003 and December 28, 2002 in the accompanying consolidated balance sheets.




Fair value of financial instruments

- The Company’s financial instruments consist primarily of cash and cash equivalents, accounts
receivable, accounts payable, credit facilities, and long-term debt. In management’s opinion, the
carrying amounts of these financial instruments approxrmate their farr values at December 27, 2003 and
December 28, 2002 .

Stock-based compensation

The Company accounts for stock-based compensation using the intrinsic value method prescribed
in APB Opinion No. 25 and related interpretations. Accordingly, compensation expense for stock
options is measured as the excess, if any, of the fair market value of the Company’s stock ‘at the’date of
the grant over the exercise price of the related option. The Company has adopted the annual disclosure
provisions of SFAS No. 148 i in its financial reports for the year ended December 31, 2003 :

. Had compensat1on costs for the Company s stock opt1ons been determmed based on SFAS
No."123, “Accounting for Stock-Based Compensation,” the Company s net mcome and earnings per
share would have been as follows (1n thousands _except per share amounts)

Fiscal Yéar'

2003 2002 2001 -

Net income (loss)—as reported R I S Ui 87,379 82,483 8 (729)
Add: Total stock-based employee cornpensat1on expense as reported under : S o
intrinsic value method (APB No. 25) for all awards . ............... 132139 .0 12
Deduct: Total stock-based compensation expense-determined under fair. - -~ .. . =« :
value based method (SFAS No. 123) for all awards . . .. ... e (945)  (480) (263)
Net 1ncome (loss)—Pro forma ....... ... 6,566 2,142 (980)
D1v1dends on redeemable cumulative preferred stock . ................ — 4, 954) (2 052)
Net ‘income (loss) atmbutable to common stockholders=—Pro forma .. ... -~ $6,566 = § 188 33, 032)
5 Basrc earnmgs (loss) per share—as reported | . e e .,1:;'. $"Q.87. $ 016 $ (1.06)
'D1luted earnings (oss) per share—as reported . .. . .00 L iU 0 - $-0.87 $(0.03) 8 (1.06)
Basic earnings (loss) pe_r share—-Pro forma ............... ... | $ O.78~ $ 0.06 $ (l.15)
Diluted earmngs (loss) per share—Pro forma .:...........:. S8 077 $(0. 13) $ (1 15)

The fair value: of each option is est1mated on the date of grant using the Black Scholes option-,
pricing model with the following assumptions used for grants during the fiscal years ended

December 27, 2003, December 28,2002 and December 29, 2001:

- Fiscal Year® "~
Co : y IR PR 2003 . 2002 . 2001
Risk-free interest rate. ... w005, il L AU L L 000 4% 4% " 4%
Expected life of opt10ns A A To... 00000 9years  7years 7 years
Expected stock price volat1hty v L S 0% - 70% 133%
Expected dividend yield oot e 0% 0% 0%

R T U S
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Income taxes

Income taxes are accounted for using an asset and liability approach that requires the recognition
of taxes payable or refundable for the current year and deferred tax liabilities and assets for the future
tax consequences of events that have been recognized in the Company’s financial statements or tax
returns. The measurement of current and deferred tax liabilities and assets are based. on provisions of
the enacted tax law; the effects of future changes in tax laws or rates are not considered. The
measurement of deferred tax assets is reduced, if necessary, by the amount of any tax benefits that,
based on available evidence, are not expected to be realized.

Eammgs (loss) per share

The Company has applied SFAS No. 128 “Earmngs Per Share,” for all fiscal years presented in -
these consolidated financial statements. SFAS No. 128 requires disclosure of basic and diluted earnings
per share (EPS). Basic EPS is computed by dividing reported earnings available to common
stockholders by the weighted average number of shares outstanding without consideration of common
stock equivalents or other potentlally dilutive securities. Diluted EPS gives effect to common stock
equivalents and other potentially dilutive securities outstanding durmg the period. Redeemable
cumulative preferred stock is excluded from diluted earnings per share as it is not convertible into
tommon stock.

Options and warrants to purchase 290,536 shares that were outstanding at Decembef 29, 2001, and
were not included in the computation of diluted loss per share as their effect, by their terms, would be
ant1—d11ut1ve : ‘

The followmg detaﬂs the computation of netincome (Ioss) per common share:

Fiscal Year

‘ . : ‘ ) _ _ 2003 2002 2001
Income (10SS) . « + v v v v oeeeenn e .' ...... oo $7379 $2483 § (729)
Less Dividends on redeemable cumulative preferred stock . e e — 1954 2,052
Income (loss) attributable to common stockholders — Basic . . e - 7,379 529 (2,781)
Diluted effect of change in value of put warrants . . ... ........ Lol = 640 —
Net income. (loss) attributable to commeon stockholders — Diluted ... . . . .. $7,379 8 (111) $(2,781)
Welghted average share calculation: o

Basic weighted average share outstanding . ........................ v 8;446 3,382 2,631
Treasury stock effect of stock options ............................ 42 - 40 —
Treasury stock effect of put warrants . .. ........ ... . o i all T — 94 —

Diluted weighted average shares outstandlng Cieae e e c.. - 8,488 3516 2,631

Segment reporting e

SFAS No. 131, “Disclosure about Segments of an Enterprise and Related Information,” establishes
standards for the way that public business enterprises report information about operating segments in
annual financial statements and requires that these enterprises report selected information about
operating segments in interim financial reports. SFAS No. 131 also establishes standards. for related
disclosures about products and services, geograph1c areas and major customers. Management has
concluded that the Company operates in one segment based upon the information used by )

v management in evaluating the performance of its busmess and allocatmg resources and capital.
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Reclassifications -

Certain prior year balances have been reclassified to conform to the presentation”of the current
year.

New accountmg pronouncements

In June 2001, the FASB issued SFAS No 141 “Business Combrnatrons and SFAS No. 142,
“Goodwill and Other Intangible Assets.” SFAS No. 141 requires business combinations initiated after
June 30, 2001, to be accounted for usrng the purchase method of accounting, and broadens the crrtena
for recording intangible assets separate from goodwrll ‘Recorded .goodwill and intangibles were
evaluated against these new criteria and resulted in certain 1ntang1bles bemg reclassrfred into goodwrll

SFAS No. 142 requires the use of the non-amortization approach to account for purchased |
goodwill and certain related intangibles. Under the non-amortization approach, goodwill and. certain
related intangibles will not be amortized into results of operations, but instead will be reviewed for
impairment and written down and’ charged to results of operations only in the perrods in whrch the
recorded value of goodwrll and certam related mtangrbles exceeds 1ts farr value ’ '

The Company adopted each statement invits 2002 fiscal year. The adoptron of these accounting
standards has resulted in a reclassification of the previously identified intangible asset, assembled
workforce into goodwill and the cessation of goodwill amortization at the beginning of fiscal year 2002.
The carrying value of assembled workforce was: $4.0' million and .goodwill was $34.9 million, as of -
Decemiber 29, 2001. Amortization related to.goodwill and assembled workforce was approximately
$3.6 million in fiscal year 2001. SEAS No. 142 requires.a two-step approach in assessing goodwill for - .
impairment and then measuring impairment, if it exists. The Company completed its annual
impairment tests as of September 28, 2002 and September 27, 2003. The analysis indicated that no
impairment of goodwrll exists; however, future 1mpa1rment revrews may result in the recognition of such
impairment.

" _The Company adopted SFAS No. 142 on December 30, 2001. A reconciliation of previously
reported net income (l6ss) and earnings (loss) per share with the amounts adjusted for the exclusion of
goodwill and assembled workforce amortization net of related income tax effect follows (in thousands):

I 7. Flscal year.
o ‘ Ce e .. 2003 2002 2001

Reported net income (loss) attributable to.common stockholders .-....... .= $7',379- $ 5298(2,781)
Goodwill and assembled workforce amortization, net of tax benefit ... . o — — 2,595
Ad]usted net income (loss) attnbutable to common stockholders ..... ) . $7,379$ ,529'_ $ ,(186)
Earmngs (loss) per common share : : S

Reported basic earnings (loss) per common share .. .......... R $ 0.87 S 0 16 $ (1 06)
Effect of goodwﬂl and assembled workforce amortrzatlon cosL e T e 099
AdJusted basrc earnmgs (loss) per ‘common share e ... %087 '$ O 16 $ (0 07)
Reported diluted earnings, (loss) per common share ............. eers 8,087 $(0 03) $ (1 06)
Goodwrll and assembled workforce amortrzatlon pet common share aver = - . 0 99
Adjusted diluted earnmgs (loss) per common share .................. $ 0.87 $(0 03) $ (0 07)
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Goodwill is cafried net of accumulated amortization of approximately $7.2 million. Amortization
expense of approximately $0, $0, and $3.6 million was recorded in fiscal years 2003, 2002, and 2001,

respectively.

In April 2002, the FASB issued SFAS No. 145, “Rescission of FASB 4, 44, and 64, Amendment of
FASB Statement No. 13 and Technical Corrections.” Among other things, SFAS No. 145 rescinds SFAS
No. 4, “Reporting Gains and Losses from Extinguishment of Debt”. Through this rescission, SFAS
No. 145 eliminates the requitement that gains and losses from the extinguishment of debt be
aggregated and; if material, classified as an extraordinary item, net of the related income tax effect.
Generally, SFAS No. 145 is effective for fiscal years beginning after May 15, 2002. Upon adoption of
SFAS No. 145 for its 2003 fiscal year, the Company reclassified its 2002 extraordinary loss to be

included within income from operations.
3. Sllbordinated Debt: .- _ o S .

On March 9, 2000, the Company purchased all of the outstanding comron stock of SI
International Engineering, Inc., formerly System Techriology Associates, Inc. (SI Engineering), for
consideration of approximately $33.0 million in cash and $4.8 million in subordinated notes in a
transaction accounted for.as a purchase. The. subordiriated notes bear interest at the prime rate plus
2% with '$3.8 million due in: March 2001, subject to collection of certain accounts receivable, and
$1.0 million due in March 2002. Approximately $4.3 mil‘lio‘nﬂof. the notes were repaid at maturity in
March 2001 and 2002 and. an -additional $140,000 was répaid during: fiscal 2003. Payments of
approximately $340,000 of these notes had been withheld by the .Company as of December 27, 2003

since certain accounts receivable have not been fully collected. -

4. Accounts receivable:: . -

FRTL .,

Accounts feceivable consists of the following (m thousands) A

. S St December 27, 2003  December 28, 2002
Billed.accounts recéivable . .. ivs i it w5 waen = $18,215 -$18,377
Unbilled accounts receivable: . =i- oo o ot o Snelesees e e Lol

Currently billable . ... ..ovvt ettt 13,137 11,926
- Unbilled retajnages and milestones payments expected to be '
.."billed within the next 12 months .. ................... . 3,127 2,054
7. Indirect costs incurred and charged to cost-plus contracts in s o
‘. excess of provisional billing rates: (see: Note 10) +. .nicsu..o: e o 5768 o - 640
Total unbilled accounts.receivable ......................... 17,032 14,620
‘Allowance for doubtful accounts .. ... ... 0T LIS UL T T (1,240) (1,096)

ACCOUNLES TECEIVADIE, TEE .+ .« v v v v e et e e e e e ., -.$34,007 . . .$31,901 .

0 The currently billable amounts included as unt illed accounts receivable as of December 27, 2003
represent amounts which are billed during the first quarter of the subsequent year. They are billings for
‘services rendered prior to year-end, which are billed once necessary billing  data has been collected and
an. invoice produced™ " ‘

.Long-térni ‘unbilled ‘accounts receivable of approximately $0 and $400,000 as of December 27, 2003

and December 28, 2002, respectively, are included in Gther assets in the accompanying consolidated
;balance sheets, | |
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5. Property and. equipment:
Property and equipment consist of the following (in thousands): "

: . December 27,2003 December 28, 2002
Computers and equipment .. .............. [ RN $6 389“,"_ $5 620'_'

Software ............... .. ... ... e T T TL914, 1810‘_
Furniture and fixtures . . ............. S I R < I & L
Leasehold improvements. . ..................... e 676 _ 692
' ..10,318 , ‘9,33_8
Less—Accumulated depreciation and amortization . ............ . (6550).: .= :"(4, (4,796) 7
. $3,768 . $4 5424

Property and equlpment 1ncludes assets fmanced under cap1tal lease obhgatlons of approxunately
$178 000 and $272,000, net of accumulated depreciation, as of December. 27, 2003 and .December 28
2002, respectlvely

Deprematxon expense of approxxmately $2.0 million, $2 0 million, and $1 7 million was recorded. i’
flscal years 2003, 2002 and 2001, respectlvely

7. Accounts payable and accrued expenses

~ Accounts payable and accrued expenses con:‘?'sts of the followmg (m tho"l;" A

Deceiibe 2003 December 28, 2002

Accounts payablel e 876965 o $ 6,660
Accrued compensation and benefits L LR MR ey e 5675 e 5216
Other accrued liabilities . .......... ... ... L, 5,068 836

$17,708 $12,712

The Company accounts for income taxes in accordance with SFAS No. 109 “Accountmg for R
Income Taxes,” which requires recognition of deferred tax assets and liabilities for the expected future
~tax consequences of events that have been included in the financial statements or income tax returns;
‘Under this method, deferred tax assets and liabilities are determined based on the differences between
the financial statement and the tax basis of assets and. liabilities usmg enacted tax rates-for the year in™
‘which the dlfferences are expected to Teverse.
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The tax effect of srgmﬁcant temporary drfferences which comprrse the deferred tax assets and
liabilities, are as follows (in thousands) :

December 27, 2003  December 28, 2002

Deferred tax assets (liabilities):

Accounts payable and accrued eXpenses . ... ............... $1,420 $1,203
Allowance for doubtful accounts .......... e SR 491 . 438
Net operating 10SS . v o v v et v ee e e 808 292
Deferredrent . . ............. e - 410 ' —
Other . ......... S 189 159
Total deferred tax asset. ... . ... e o.Live 3318 - 2,092
Prepaid expenses. .. ... oo i — (289)
Intangible assets .. ... ... ... . (1,805) : (784)
Unbilled revenue ..., ... .. P ol o e (658 - (514)
Depreciation and amortization . : .. .......0 .. 00 o o0 e (587) ~ - (307)
Other ...ttt J — (28
Total deferred tax hab111ty s e (3050) - (1,922)
Net deferred tax asset Bability) . oo 5268 - $ 170

SI Telecom has approxnnately $2,040, 000 in net operatmg loss carryforwards whxch Wlll exprre in
2021. These losses can only be used to offset income generated by SI Telecom. Management believes
that it is more likely than not that these net operating loss carryforwards will be benefited on a future
tax return and therefore no valuanon allowance was requ1red

The provision for income taxes consrsts of the followrng for. the fiscal years (m thousands)

" Fiscal year .
2003 . . 2002 2001

Current provision:

Federal ... .. T e $4301 $1,075 -$730

State ........... .. L T 581 201 408
Deferred provrs1on (beneﬁt) T : ST

Federal-...... R D T T L (86) 147 - (367)

State ... e e T e T T e TR (12) ' '16 - (114)
Provision for income taxes . .. . . o e e e S i .. %4, 784 $1 439 $657

A reconciliation of income taxes at the Federal statutory income tax rate to the prov131on for
income taxes is as follows (in thousands)
» " 2003 2002 2001
Income taxes at the Federal statutory income taxrate .................. $4,257 $1,324 $(25)
State income taxes, net of Federal benefit . . . ...................... - 370 128 194
Change in fair value of put warrants . ... ...... ... . i _ — (217) 426
Amortization of non-deductible goodwill . ... — — 134
Other T3 SN e e 157 204 (72)
Provision for income taxes ........... e o o e, $47784 $1.439  $657
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9, Debt: . ;
Debt consists of the following (in thousands):

December 27, 2003  December 28, 2002

Credit facilities:
Line of credit-at December 28, 2002 and December 27, 2003,
' bears intérest at LIBOR plus 200 to 275 base points ora .
specxﬁed base rate plus 100 to 175 base pomts mterest due”

monthly, prlnc1pal due November 15, 2005 . ';“_. Ce e
Notes payable: -
Indemnification note payable, bears interest at the prime rate .. -
plus 2%, interest due quarterly ........................ 340 . " 480" 7

- Totaldebt ... e ‘ §340 $480° ¢

The Company $ bank credlt fac111ty pI‘lOI‘ to the completlon of the Offenng (the 2001 Credlt .
Fac1hty) consisted of an $18.0 million revolving line of credit,;$17.0 million of senior loans and = -,
$5.0 million of subordinated loans. Borrowings under the revolvmg credit fac1hty bore interest at a ,
floating rate equal to the London Interbank Offered Raté, or LIBOR plus3.25% and matured in 2006
or, if earlier, the date on which the senior loans under the facility were paid in full. The senior loans
bore interest at a floating rate equal to LIBOR plus 3.5% and matured in 2006. The subordmated
loans bore mterest at a floating rate equal to LIBOR plus 5.5% and matured in-2007. oo

The new credlt facﬂlty (the 2002 Credit Fac111ty) consxsts of $35 O million secured revolvmg credlt : .
arrangement with Wachovia Bank, N.A. acting as Adminjstration Agent for a consortmm of lenders

The 2002 Credit Facility permitted the Company, subject to compliance with- fmancwl and -
nonfmanc1al covenants and customary conditions, to make up to $35.0 million of revolving credit -
borrowings and also provided for the issuance of letters of credit, although the amount of available * ™ -
revolving credit borrowings was reduced by the amount of any outstanding letters of credit issued under
the Tacility. Borrowings outstandmg under the facility, bore interest either at floating rates equal ; 0 ... -
LIBOR plus a spread ranging from 200 to 275 basis points or a specified base rate plus a'spread
ranging from 100 to 175 basis pomts, with the exact spread-determined upon ‘the basis of the ratio of
outstanding ‘indebtedness to earnings before interest; taxes, and depreciation and amomzatxon expense
as defined i in the 2002 credit facility.

‘The Company and each of its existing and future subsidiaries were jointly and severally hab]e with
respect to the payment of all borrowmgs and other amounts due and performance of all obhgatlons .
under the 2002 Credit Facility. The 2002 Credit Facility was secured by 4" pledge of substantlally all of
the current and future tangible and intangible assets, as well as those of current and future subsidiaries,
including accounts receivable, inventory and capltal stock of existing and future subsidiaries. The’ 2002
Credit Facility included a number of restrictive covenants-including, among other’ things;: limitations on’
leverage and-capital expenditures, limitations on the Company s.ability to incur additional indebtedness

. or liens; requirements that the Company maintain. minimum ratios. of cash flow: to fixed charges and.of -
cash flow to interest, prohibitions on payment ‘of dividends on the Company’s cap1ta1 stock, limitations ::
on the Company’s -ability to enter into mergers; acquisitions or. sales_of the Company s assets,’and ‘
prohibitions on certain transactions among subsidiaries and. affiliated companies. The 2002 Credlt
Facility contained events of default, mcludmg, among other events, any-trapsaction. resulting in.a-new .
stockholder or-group of stockholders acquiring control of the Company’s board of -directors or 361
ownership of greater than 40% of the Company’s outstanding capital stock, any.material. default by ‘the:s
Company under any material government contract to which the Company is a party, the suspension of
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the Company’s ability to enter into contracts with the federal, state or local governments generally, or
the loss by the Company of any material customer.

The Company amended the 2002 credit facility in J anuary 2004 as d1scussed in Note 15.

Borrowmgs from stockholders ' x —

‘In March 2001 and September 2002, the Company borrowed from stockholders $5.0 million and
$4.3 million, respectively, bearing interest at 8.5% per annum, compounded annually. In connection
with the initial public offering, the Company used the net proceeds from the offermg to repay all
amounts outstandmg on the borrowmgs from stockholders.

10. Commltments and c_ontmgencres:

Leases

As of December 27 2003, the Company has noncancelable operatmg leases primarily for real
estate that expire over the next nine years. Rental expense during fiscal year 2003, 2002 and 2001 was
approx1mately $5 4 m1lhon $4.5 mrlhon and $3 7 million, respectlvely -

_Future minimum lease payments under noncancelable operatmg and caprtal leases as of

December 27,2003 are as follows (in thousands) e L
Fiscal year ‘ L ) o ‘ SRR Capital ; Operatmg
2004 ...i.. e e S P Lol 8148 5 4649
2005 .. ... e R i L A 4412
2006 0L sl e U s e e e 025 . 3590
2007 .t J P L —. 3615
2008 ., e e e e e e e e .-j.._ 3,716
TRET€After . & v e e ettt e e .~ 145%4
Total minimum lease payments e e R e e e oo 217 ._$34 506
Less—Interest element of payment o Vel Sl con (27) ‘
Present value of future rmmmum lease payments e e e 190,»‘ .
Currentportlon e e b e e e e ceee 1250

‘ sl DU ‘$:.55.‘,

Subsequent to the purchase of MATCOM the Company assumed certarn caprtal and operanng
leases held at the t1me of purchase o .

Sy

Contract cost audlts

*» Payments to- the Company on government cost re1mbursable contracts are based on prov1sronal or
estlmated indirect rates, which are subject to.audit on an annual basis by the Defense Contract Audit ~ |
Agency (DCAA). The cost audits-result in the negot1at10n and determination of the final indirect cost- -
rates that the. Company may use for the period(s) audited. The final rates; if different from the " '
provisional rates, may create an additional receivable. or liability for the Company. Thé ‘Company’s - - -
revenue ‘recognition policy calls for revenue. recognized on all cost reimbursable government contracts
to be recorded at ‘actual rates-unless collectibility is not reasonably assured. To the extent the mdu'ect
rate differential creates a habrhty for: the Company, the dlfferentral is recogmzed as a reductlon to
,revenue when 1dent1f1ed ST L e TR g ‘ AR LR
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Litigation and claims

We are a party to litigation and legal proceedings that we believe to be a part of the ordinary -
course of our business. While we cannot predict the ultimate outcome of these matters, we currently
believe, that any ultrmate hablhty arising out of these proceedmgs will not have a material adverse
effect on our fmancral position. We may become. involved in other legal and governmental
admrnrstratlve or contractual proceedmgs in'the future.

11 Put warrants

On March 9, 2000 the Cornpany 1ssued warrants to purchase 99, 166 shares of Non-Votrng '
Common Stock to a lender (Warrants) in conjunction with the Tranche B subordinated note of the
2000 Credit Agreement. The holder of the Warrants had a right to demand mandatory redemption. of
the Warrants for cash pursuant to certain terms provided for in the Warrant: Agreement ata~. .« = -
redemptron price based on fair market value as defined i in the Warrant Agreement.

In accordance with Emergmg Issues Task Force Issue 00-19, “Accountmg for Derivative Fmancral
Instruments Indexed to,-and Potentially Settled in, a Company’s Own Stock,” thé .Company classified -
the Warrants as a liability due to the cash redemption. (put) feature. At issuance and.at each repor‘ting-
date, the Warrants were marked to their then current fair value with changes in fair value reflected in :
earnings. At-issuance, the Warrants were valued using a fair value option-pricing model with the = - -
following assumptions: no dividends, an expected life of 60 months; the period from the issuance to the
earliest redemption date, a risk free interest rate of 6.6% and volatility of 50%. At December 30, 2000
the following assumptions were used to value the Warrants: no dividends, an expected lifeof - ; :
50 months, the period from December 30, 2000 to the earliest redemption date, a risk free interest rate
of 6. 0% and volatility of 50%. The change in the fair value of the Warrants at December 30,-2000 of .
approximately $265,000 was charged to earnings in fiscal year 2000 and reﬂected as change in fair Value
of put warrants in the accompanying consolidated statements of opérations. At December 29, 2001, the
Company, measured the fair value of the Warrants using the following assumptions: no dividends, an -
expected life of 38 months, the period from December 29, 2001 to the earliest redemption date, a risk
free interest rate of 4.4% and:volatility of 133%. The change in the fair value of the Warrants at . .-
December 29, 2001 of approximately $1.3 million was charged to earnings in fiscal years 2001 .and 2002
In connection with the initial public offering, the Company redeemed according to its terms 91,343
shares of the outstanding warrants with cash of $1.4 million and converted the remarmng 7,555 shares
of outstanding warrants to common stock. A credit to earnings of $O 6 m1lhon in fiscal year 2002 was
recorded to reflect the settlement of the Warrants. _ .o i DN

12.- Redeemable preferred stock. '

The Company had redeemable preferred stock that is nonconvertlble and nonvotmg The preferred
stock was redeemable in the event of an initial public offering upon written request: 6f a majority of the
holders and also upon a change of control, as defined. The redemptron price. was $1,000 per share plus
any accumulated and unpard d1v1dends ’ e .

"The preferred stock accrued dividends daily at 8.5% per annum, calculated based on its hqurdatron
value of $1,000 per share, plus accumulated and unpaid dividends. Preferred dividends ifi-2003, 2002 -
and 2001 were approximately 30, $2.0 million, and $2.1 million, respectrvely, and had- been reflected as".
an addltlon to the redemption balance of the preferred stock.

Immedrately prior to its initial public offering, the Company exchanged in full its’ 21 372 shares of
the outstanding preferred stock for 1,938,119 shares of common stock.
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13. Stockholders’ equity:
Common- stock PRI

In November 2002 the Company completed 1ts 1n1t1al pubhc offermg The Company 1ssued
prror to the initial public offering; the Company completed a series of transactrons related to common :
stock. First, the Company exchanged all of its outstandmg preferred stock ot 1,938,119 shares of -
common stock. Second, it exchanged SI Telecom junior participating preferred, which was classified as
minority interest for 12,034 shares of SI common stock. Third, it exchanged SI Telecom vting common
stock held by minority shareholdets for 316 shares of SI common stock Fmally, it. converted a portlon
of its put warrants to 7 410 shares of common stock REERECEE SR

Mmonty mterests in SI Telecom

In fiscal 2001, SI Telecom issued 44,627 shares of ]umor part1c1pat1ng preferred stock (the Jumor
Préferred) and’ 1,080,000 shares of ST Telecom: votrng common stock to:SI L.L.C. Amounts related to
these instruments are classified as minority interests in. the statemeénts: of operations. Prior to the"
completion of .the.initial public offering, 44,627 shares of the junior participating preferred stock were -
exchanged. accordmg to.its terms to 44,627,445 shares of SI Telecom voting common stock which were
exchanged to 12,034 shares of SI common stock, and 1.1 mrlhon shares of SI Telecom votrng common :
stock were. exchanged to 316 shares of SI common stock. © = e o Lo : -

RN gfn

Stock optlon plans.

The Company s stockholders approved various stock optron plans to award Up to approximately
1,874, 000 shares of its common stock to. dlrectors consultants executrves and other key employees of
the Company and its affﬂlates The Company S optron act1v1ty 1s as follows

~ .Shares subject ' " Shares ~ ° Weighted-average
FRIET : ; > to-options ;- . exercisable :- exercise price
Balance December 30 2000 R RV '.’ 208 057 $ 853
2001 grants . . L R s 927 ..
2001 forfertures e (65 500) 0. 27)_ .
Balance, December 29 2001 SRR S o id95,275 e e L8834
Options exercrsable at December 29 2001 ceaatnad i e 145,398 5.80 -
Converted from SITEL . ..\ oo et 1,001 556.26
2002grants..~;..........,.......,..;...‘ ........ 781,030. - o .13.80
2002 forfeitures , e (1,226) (1076)
Balance December 28 2002 . i . '976 080 L $1327
Opt10ns ‘éxercisable at December 28,2002 . . SRR ""I“'"'.r 342,649 1 340 .
2003 grants .. ...l e 165,741 ¢ SR 1237
~2003 exercise.. . i Bl e e e B i e e e el b e (11,766) (5.68)
2003 forfeltures e g 1 e (79, 002) s (1347 .
Balance, December 27 2003 : 1051 053 nen 0§13, 18 o
275699?_“1_ 1247

Options exercisable at PP??IE??E 27,2003
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The following table shows the number of options, the weighted average remaining life, and the
OpthIlS exercisable for each exercise price of options outstandlng at December 27 2003. -

Number of . Exercise Weighted Average - O_ptlons

Options Price Remaining Life Exercisable
707  556.26 4.1 347
28,846  19.42 9.5 ' + 5,670
685,960 - 14.02 89 151,566
128,010 1148 * 9.1 - - 1,750
195,373 9.19 44 . - 105126
‘ 12,157 1.58 2.1 ‘ 11,127
[Total ... 1,051,053 - . : 275,586

These options vest 20% on each -anniversary of the date of grant. The weighted- everage remérning
contractual life of the stock options outstanding as of December 27, 2003 and. December 28 2002 was
8.0 years and 6.2 years, respectively: : ST L o R

During its fiscal year ended 2001 and continuing into the fiscal year ended 2002, the Company
issued options with exercise prices which were less than the fair value of SI's common stock at the date
of option grant. Total deferred compensation related to these optxon grants was $518,000 for the fiscal
year ended December 28, 2002 and $142,000 for the fiscal year ended December 29, 2001. This
deferred compensation will be amortized to expense over the related option’s vesting period, which is
generally five years. Such non-cash stock-based compensanon expense totaled $132,000 in fiscal year
2003 and $139,000 during fiscal year 2002.

“The weighted-average fair value of stock options granted in flscal year 2003, 2002 and 2001 was
$7.80, $9.25 and $3.55, respectively.

14. Retirement plans:

SI has a defined contribution 401(k) Retirement/Savings Plan (the Plan) to provide retirement
benefits for all eligible employees of the Company. Employees are eligible to partrcxpate in the Plan
beginning on the first of the month following the start of employment and attainment of age 21. Under
the Plan, eligible employees may contribute from 1% to 15% of pre-tax compensatxon The. Plan also
allows after-tax contribution up to 5% of compensation. At its discretion, the Company may make an
annual matching contribution and an annual profit-sharing contribution. In fiscal year 2001, the
Company merged its three defined contributions plans and transferred their assets into the Plan. For
both fiscal years 2002 and 2001, there was no profit-sharing contribution made to the Plan by the
Company. A profit-sharing contribution of $370,000 which will be made in 2004  has been established
for fiscal year 2003 by the Company. The Company’s matching contribution to the Plan for fiscal years
2003, 2002 and 2001 was approximately $0.7 million, $0.9 million and $1.8 million, respectively.

15. Subsequent Events (unaudited):

On January 21, 2004, the Company completed the purchase of all of the outstanding shares of
MATCOM, a provider of information technology, systems engineering, logistics, and training. Under
the terms of the agreement, SI International acquired MATCOM for $65.8 million in cash. The
transaction also includes an earnout provision of $7.9 million in the form of SI International
subordinated notes if MATCOM achieves certain short-term revenue objectives. The transaction was
funded through cash-on-hand and borrowings under the Company’s amended credit facility (2004 credit
facility), which increased the borrowmg capacity from $35 million to $80 million and extended the term’
to January 21, 2008.
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The 2004 Credit:Facility includes a $30 million term loan and a $50- million revolving credit facility.
Under the term loan; thé Company is required to make three $1.5 million quarterly principal payments
starting on June 30, 2004, eight $1.875 million quarterly principal payments starting on March 31, 2004,
three $2.25 million quarfefly. prmc1pal payments startmg on March 31 2007, and a final $3.75 million
principal payment on December 31, 2007.

The 2004 Credit Fac1llty permits the Company, subject to its compliance with financial and
nonfinancial covenants and customary conditions, to make up to $50.0 million of revolving credit
borrowings and also prowdes for the issuance of letters of credit, although the amount of available
revolving credit borrowings are reduced by the amount of any outstanding letters of credit issued under

the facility. ) T - e AR

Any borrowings outstandmg under the fac1l1ty will, at the. Company s option, bear interest either at
floating rates equal to LIBOR plus a spread ranging from 275 t6 350 basis points or a specified base
rate plus a spread ranging from 175 to 250 basis points, with:the-exact spread determined upon the
basis: ofits ratio. of -outstanding indebtédness to its earnings before interest, taxes, and deprec1at1on and
amortization expense, as defined in the new credit facility. SR '

-

. ,SI Internatlonal Inc and Subs1dlar1es ’
(See Note 1 to Consolldated Fmancnal Statements)
Schedule II—Valuatlon and Quallfymg Accounts

’ (In Thousands) '

ﬁalance at Charged to ' Acquined in B Balance at

beginning of  costs and ~  business’ end of
Description. .. o ) . period _ expenses  combinations Deductions period

For the fiscal year cnded December 29, 2001
Deducted from assets accounts:
Allowance for doubtful accounts .......... 500 140 — . 1o . 630
For the fiscal year ended December 28 2002 ' T T
Deducted from assets accounts: S

Allowance for doubtful accounts Eaee e, L
For the.fiscal year ended 'December 27, 2003_' ST

"Deduicted ffm ssets | ‘ o e .

Allowance for doubtful accou‘ts CL0960 T 144 e T T 1240
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